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ROYAL COMMISSION .ON COOPERATIVES 
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Regina, Saskatchewan, 
January 29, 1945, 


The Commission met at 10.30 a, inmw, Mr. Justice 


McDougall presiding. 


THE CHATRMAN: I think we may dispense with the 
usual formality of reading the terns of ryefcrence. Most 
Counsel, I have no doubt, are familiar with them, I have 
tead them so often. 

MR. PARKER: i have conferred with Counsel and 
others appearing on behalf of those who have filed briefs, 
and I think we have a sufficient number to kcep us een 
fOr a couple (of days. Beyond that we heave not attempted 
to lay down any definite plan. 

THE CHAIRMAN: We will adjourn at 12 o'clock today; 
one of our colleagues will be Speaking to the Rotary Club. 

MR. PARKER: I understand that the Hon.Mr. McIntosh 
is present, and he might wish to say a word to the Commission 
before we proceed, 

HON. L. F. McINTOSH (Minister of Co-operation and 
Co-operative Development, Saskatchewan): Your Lordship, 
members of the Royal Commission, ladies and gentlemen, I 
just wish to say that this ig my first appearance in the 
Court House in the city of Regina. I might also add that 
I have not been a resident of Regina for any great length 
of time. 

From my association over the last twenty years with 
the cooperative movement in the province of Saskatchewan 
I have come to have a full appreciation of the development 
of this movement. I appreciate all that has taken place 
throughout the country, in the little school house meetings, 
at meetings in the homes throughout the rural areas, and 


among the little groups that have met in their various 
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community halls for the purpose of discussing the problem 
of self help, the problem of assisting themselves in the 
work of building up a democratic institution. I have some 
experience of those little groups, with great hardship and 
sacrifice to themselves throughout the many months of 
adverse wekther conditions that we have at times in this 
provinee, gathering for the purpose of discussing ways and 
means of helping themselves by democratic methods. 

This has been going on in Suskatchewan ever since 
the turn of the present century, but particularly through- 


out the past twenty or twenty-five years, and during that 


ee 


time the people of the province have built for thenselves ¢ 

very wide network of consumer and producer cooperatives. 

They have done this as a result of their own efforts, asa 

result of their own study and initiative. They have built 

these cooperatives themselves from the ground up until to- 

day the cooperative movement in Saskatchewan, in which you 

are holding your investigation for the time being, affects 

well over 25 per cent of the total population of the province. 
The records of the cooperative movement in the 

provinee of Saskatchewan speak for themselves. Unquestionably, 

in view of the very extensive development that has taken 

place in the ccoperative field in this province, your 

deliberations during your short stay here, and your studies 

in other provinces of the Dominion, will be watched very 

closely by the people of Saskatchewan. We fully appreciate 

the responsible position which you now hold, Mr. Chairman. 

We are interested in the decision that your Commission may 

arrive at as a result of this investigation. So far as our 

provinee is concerned, we welcome you here, we welcome the 


members of your Commission, and we sincerely hope that the 
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presentations made by the people of Saskatchewan will be 
helpful to you and your Commission Die Vine ay S 
satisfactory decision on the question which that Commission 
has been set up to investigate. On behalf of the Government, 
your Lordship and members of the Royal Commission, I 

extend to you the very hearty welcome of the province of 
Saskatchewan. 

THE CHAIRMAN: Mr. Minister, on behalf of the 
Commission I thank you for the warmth of your welcome, 
which is rather warmer than the weather, and for your clear 
outline of the cooperative movement in this province. We 
Shall listen with great interest to the) br Lefsy whieh) will 
here be submitted. 

MR. PARKER: I understand that the Deputy Minister 
has a brief which he would like to Dresenty and) Di thinks s+ 
is proper that he should begin, representing as he does 
the province, 

A. H. TURNER, 
Acting Deputy Minister, 
Department of Co-operation and 
Co-operative Development, 
having been duly sworn 
testified as follows: 

BY MR, PARKER: 

Q- For the purpose of the record, may IL ask what 
position you occupy? Age de cen othe Acting Deputy Minister 
of the Department of Co-operation and Co-operative Development. 

Q- What you are about to place before the Commission 
is a statement of facts which yOu want to put into the 
record? A. It is factual information. 

THE CHAIRMAN: Do you propose to read the brief? 

THE WITNESS:  Yos.;. I consider it a great privilege 


to appear before this Commission and give these facts on behalf 
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of the Department I represent. Our brief reads as follows: 
"Introduction: 


"The cooperative movement in Saskatchewan has develop- 
ed to meet the needs of an essentially agricultural province 
and the evolution of cooperative derelopment in this 
province is therefore related to many of the changes which 
have taken place in Saskatchewan agriculture since 1900. 

For example, the first. and most basic problem confronting 
Saskatchewan agriculture has been the need of getting their 
surplus of agricultural produots to a market and among the 
first organized cooperative efforts were included attempts 
to achieve some control over the distribution of railway 
Cars as between elevator companies and farmers who wished 
to ship grain direct, 

"The purpose of this brief is not to deal in detail 
with all these matters since the representatives of co- 
operative organizations concerned will no doubt emphasize 
these points. This brief is intended rathor to give a 
factual summary of the actual cooperative development in 
this province particularly for the years since special 
provincial government cNheouragement and supervision has been 
largely centralized in one branch or department of govern- 
ment. This period dates from the formation of the Co-~ 
Operative Organizations Branch of the Department of 
Agriculture in 1913. Prior to 1913 the government of this 
province and the Dominion Sovernment, before the formation 
of the province, had been Closely associated with the 
development of cooperatives. This association and assistance 
dates back to about 1896 when three cooperative creameries 
wore established under the direction of the Dominion Dairy 
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"This presentation will deal with various aspects 
of aaa development under four main headings: 

1. Legislation 

2. kncouragement given by governments to co- 

operatives a Saskatchewan. 

o. The spread and diversity of types of co- 

operatives in Saskatchewan. | 

4. Statistical and other information for sample 

groups of cooperatives. This information 

will relate only to items which would appear 
likely to be of interest to the Royal Commission 
On cooperatives in formulating their report. 

"It should also be stated that the Department of Co- 
operation and Co-operative Development of the Government of 
Saskatchewan will be pleased upon request to submit for 
the use of the Royal Commission on cooperatives any further 
information which is available in its files dealing with 
cooperative development in Saskatchewan for over thirty 
years. 

"Legislation: 

"The inclusion of certain allowances for and 
limitations of powers in accordance with cooperative prin- 
ciples and practices are usually the identification marks 
of Peer a ecioe providing for the incorporation of cooverat- 
ives in Saskatchewan. Three Acts namely, the Co-operative 
Associations Act, The Co-operative Marketing Associations 
Act and the Credit Union Act form the general basis for 
incorporation for most of the cooperatives in this province. 
In addition from time to timo certain cooperatives have 
been incorporated under special legislation in order that 


their powers might be more specifically outlined. It should 
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be noted that some of these special Acts were in operation 
before there was general legislation applicable to their 
form of organization. 

Wis. most. .of those cooperatives operating under special 
Act of the Legislature will be presenting their own briefs 
to this Commission this brief will confine itself to the 
legal authority granted to cooperative associations in- 
corporated under the three general Acts." 

This morning I filed with your Registrar a copy’ of 
the latest information as to the number of cooperatives 
organizec in Sasketchewan at December 31, 1944, indicating 
the number registered under various types of legislation. 

For the benefit of those who have not copies 1 may say 

that in December there were 1,020 of which 29 were under the 
Co-operative Marketing Associations Act; 135 under special 
legislaticn; 1 under the Joint Stock Companies Act of 
Saskatchewan; 3 under the Joint Stock Companies Act cf the 
Dominion; 809 undex the Co-operative Associations Act; 164 
under the Credit Union Act: and 1 under cther Saskatchewan 
legislation. ontinuing? 

"At the outset it should be stated that insofar «as 
possible those responsiblsé for cooperative legislation and 
administration have avoided the incorporation or registration 
of cooperatives in which the responsibility for the operation 


and control of the enterprise did not relate back to the 


‘individual member or patron performing his function in 


society elther as a producer or consumer. There are a wide 
variety of simplo and compiex types of sooperatives operating 
under the legislation provided in Saskatchewan but in all 
eases the final responsibility for control rests with the 


individual producers or consumsr whe uses the business 
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jointly with his neighbours and friends. 

"The Co-operative Associations Act which was passed 
originally in December, 1913, under the title The Agricult- 
ural deine take Associations Act is the broadest of the 
three Acts in general scope with respect to the purposes 
of incorporation. Up until 1928 it was necessary as a 
condition of incorporation under this Act to have at 
least 75 per cent of the membership engaged in agriculture." 

Since that time that has not been necessary. 
Continuing: 

"The Co-operative Marketing Associations Act was 
assented to in January, 1926, and related particularly to 
associations organized to market agricultural products on 
a cooperative basis. It provided for the execution of 
marketing contracts as well as fairly broad powers for 
Selling operations which might take place outside the 
province of Saskatchewan. 

"The Oredit Union Act was assented to in April, 1937, 
and relates to cooperative credit associations organized 
for the dual purpose of promoting thrift among the members 
and of granting a source of credit exclusively for 
"provident and productive' purposes. Loans are made at 
moderate rates of interest. 


"Democratic Control -- The Co-operative Associations 


Act allows any five or more persons who desire to associate 
themselves together in a cooperative association for any 
purpose permitted by the Act to file a memorandum of 
association." 

It is simply the memorandum of association that is 


filed. I have not filed copies with the Commission but 


they are available if necessary. Continuing: 


ean keT 
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“Tt further provides that the directors have the 
right to grant admission to membership and to order the 
retirement of a member. In the former case it is possible 
to become a member through the accumulation of credits re- 
sulting from patronage dividends. In the latter case 
there are certain definite requirements as to the re- 
payment of tho members' squity as well as a right of appeal 
by the member to a general meeting of the association. 

The provisions for ordering the retirement of a member 
were first included in the Co-operative Associations Act 
in the year 1939. 

"The Act has alweys provided for the plan of one 
member one vote regardless of the total equity of the 
member in the association. In certain special cases, 
such as those of branch stores, delegate voting may be 
allowed at the general meetings of the cooperative 
association. This exception was first introduced into 
the Co-operative Associations Act by an amendment in 1936 
which allowed delegates to cast votes. for their branch 
or district membership, 

"Minors may become members but may not take Orr ice 
until they are 18. This provision was included in The 
Co-operative Associations Act for the first time in 1930. 

"The Co-operative Marketing Associations Jct 
requires ten or more persons to sign the memorandum of | 
association for incorporation purdoses. | 

"Under this Act the membership is limited to - 

‘Only persons who are engaged in the production of 
preducts tobe handled by or through the association, 
including tenants of land used for the production of 


such products, and all landlords who receive as rent ALL OF 
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part of the crop upon premises leased by then, and such 
other persons as obtain title to or possession of products 
by due process of law, and associations having as their 
object or one of their objects the buying and selling or 
marketing of products on the cooperative plan and which 
are incorporated or registered under the provisions of 

The Co-operative Associations Act or this 4ct or any 
former Act governing such associations, shall be admitted 
as members of an association.' 

"In the original Aet of 1926 no provision was made 
for persons who obtain title to or possession of products 
by due process of law or for cooperative associations to 
become members." 

In other words, it was not quite as wide in the 
original as it is at the moment. Oontinuing: 

At such times as cooperative marketing association 
may specify in its by-laws it may re-purchase its own 
Shares which may be offered for sale. The cash payment 
for these shares is required to be made to the member with- 
in one year after the direction has been Piven totre= 
purchase provided that this power shall not be exercised 
when the liabilities to the public by the association 
exceed 50 per cent of the total assets. 

"The rulo of one member one vote applies under The 
Co-operative Marketing Associations Act except where 
provision is made for voting by delegates. 

"The Credit Union Act requires that ten or more 
persons resident in the province of Saskatchewan sign the 
memorandum of association in order that a credit union may 


be incorporated. 
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"Shares in the credit union may be re-purchased with 
the anproval of the directors. In practice general approv- 
al is given to pay in and withdraw monies placed in share 
account on demand. 

“Membership in a credit union is limited to groups 
of persons having a common bond of occupation or association 
or to groups within well-defined neighbourhood, community, 
rurel or urban districts as well as other credit unions. 

“Members may be expelled from the credit union by 
2 two-thirds vote of the directors with the right of appeal 
to the next general meeting of the credit union, 

"Similar to the other cooperative acts the principle 
of one member one vote is included in the Credit Union Act. 

"Minors may be members of a credit union but cannot 
hold office as directors or as members of the Credit or 
Supervisory Committees. 

"Apportionment of Surplus or Savings -- Section 25 
of The Co-operative Associations Act states -- 

(1) The directors, after paying expenses and 
making proper allowance for depreciation, shall apportion 
the surplus arising from the yearly business of the associat- 
ion as follows: 

(a) by setting aside not less than ten per 

cent of the surplus for a reserve fund and so from 

year to year until the reserve fund is sequal to at 

least ten per cent of the total assets of the 
association as shown in its audited financial 
statement for the fiscal year. 

(b) in the case of an association having capital, 
if the supplemental by-laws so provide, by paying 


interest on the paid up capital only, at a rate 


2% 
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not excceding six per cent ver annum s 
(c) by setting aside not more than ten per 

cent of the surplus as an educational or comunity 

fund. 

'(2) The remainder of the surplus Shall, subject to 
the provisions of the by-laws, be divided among the members 
and patrons in proportion to the volume of business which 
they have done with the association. 

'(3) Notwithstanding the provisions of this section, 
where the objects of the association are those mentioned in 
clause (da) of section 5 and the association is operated 
solely for pleasure, recreation, entertainment, gatherings 
of a public nature, civic improvement or other non-profitable 
purposes, the association shall not pay to its members interest 
on shares or petronage dividends, and no part of the SUrp Las 
arising from she yearly oporations of the association shall 
inure tc any member or patron." 

That deals specifically with community halls. 

MR. VAUGHAN: That last section refers entirely to 
credit unions -- the apportionment of surplus? 

THE WITNESS: No, That refers to cooperatives 
organized under the Co-operative Associations Act. Continuing: 

"It should be noted that up until 1944 the pie tae 
reserve fund was required to be built vp until it was equal 
to at least 30 per cent of the paid up capital or member- 
ship fees as the case might be. The 1944 amendment changed 
this provision to at least 10 per cent of the total assets 
at the close of the fiscal year. 

"In the case of interest on share capital there has 
always been a limitation and this has been ‘not exceeding 


6 per cent', with the exception of the years 1918 to 1928 
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when the Act allowed for interest on share capital ‘not 
exceeding 8 per cent' of the paid up capital stock. 

"No provision was made for such expense reserves 
as educational or community funds until 1939. In addition 
to the educational or community reserve the 1944 amendment 
makes provision for supplemental by-laws to retain a 
POrvlom ort the niet surplus not to exeeed 15 per cent of 
such surplus for any service or services to be supplied by 
the association or for fees, grants, assessments or other 
payments to bo made to any company, association or society 
of a cooperative or mutual charactor Supplying any service 
or services provided the full particulars thereof shall be 
set out in the supplemental by-laws. 

"In the case of the requirement to pay out all balances 
of savings to patrons in proportion to the volume of business 
done with the association, this has been a definite require- 
ment except for the years 1920 to 1928 in which years the 
Act included the word 'may' and indicated also that it 
was possible to include only sharcholders and not necessar- 
ily patrons. | 

"This Act also provides for certain methods of using 
these funds if supplemental by-laws are passed by the 
association." 

i have filed with the Registrar copies of the by-laws 
which deal with the revolving fund and such items as aro 
usually set out for your information, Continuing? 

"The Co-operative Marketing Associations Act states 
that its organization by-laws may provide for - 

'the purchase and sale or resale by the 
association of products delivered to it by its 
members or other persons and the method of 


apportionment of the surplus arising from the business 
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of the association ona patronage basis among the 

members, after providing for all the necessary 

selling, overhead and other costs and expenses, 

including reserves for retiring shares, if any , 

and other proper reserves, including those required 

for acquiring real or personal property, for the 

erection of warehouses or other buildings or the 
acquisition of any mechanical or other facilities 
connected with the handling, processing, manufacturing 
and marketing of the products, and interest not 
exceeding 6 per cent per annum on shares and the 
amounts referred to in any organization by-law passed 

under the provisions of section 8.' 

"Under section 8 certain deductions from sums payable 
to non-members are allowable, 

“The Credit Union Act includes the following Section. 
with respect to apportionment of Surplus or savings: 

"40, The board of directors shall set aside as a 
reservo fund all entrance foes, finos collected fron 
members and, at the end of each fiseal year, before the 
declaration of a dividend, .t least 20 per cent of the 
net carnings until the reserve fund is at least equal to 
10 per cent of the assets from time to time of tthe credits 
union. 

‘41. The fund shall be invested by the board either 
by deposit in a chartered bank or in bonds of the Dominion 
of Canada or of any province of Cenada provided that income 
hereafter received from such investmonts Shall form part 
of the general revenue of the eredi: uUnLOne 

‘42. The fund shall bo held as &® reserve against »h-- 
loans or losses and shali not be usea for any other purpose, 


'43. (1) If the by-laws so provide, the board of 
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directors may, after making provision for a reserve fund 
and before declaring a dividend, set aside an amount not 
exceeding 5 per cent of the net carnings in a special fund 
which shall be used for such educational purposes as the 
diroctors may determine. 

(2) Moneys from time to time in the fund shall 
be expended within three years after they are so set aside. 

'44, Aftcor:' making provision for the reserve fund, as 
required by section 40, and for the educational fund, if 
any, the board may declare a dividend from the remainder 
of the net earnings, and in such case shall present its 
resolution to the annual meeting of the credit union for 
confirmation. Any dividend authorized at that meeting 
Shall be paid on all sharos outstanding at the end of the 
preceding fiscal year according to the amount credited on 
the books of the credit union as having been paid on such 
shares.! 

"General: 

he Co-operative Asscciations Act restricts the use 
cf the word 'cooperative' in the namo of any company as 
follows: 

'S1. (1) No corporation doing business in the 
province shall use the word ‘'cooperative' or any abbreviation 
or derivative thereof as part of its name, or with respect 
to its goods, wares, merchandise or services or its method 
of conducting its business, or hold itself cut to be co- 
operative, unless incorporated by or under the authority 
of an Act of the Parliament of Canada or an Act of this 
Legislature which expressly authorizes the use of the 
word 'cooperative!; and no person, form or association 
shall do any of the said things. 

(2) A person, firm, corporation or association 


contravening the provisions of this section shall be guilty 
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of an offence against this Act.! 

"In the case of the Co-operative Marketing Associations 
ACt similar provision is made except that it adds the word 
'pool' as woll as the word ‘cooperative’ in its limitations 
of use by other incorporated bodies. 

"Similar limitations are placed on the use of the 
word ‘credit’ union’ by the Credit lok Bela watan op 

"Annual returns are required to be filed with the 
Registrar in the case of all associations incorporated under 
The Co-operative Associations act and certain monthly returns 
as well as annual returns are required in the case of credit 
unions. Cooperative marketing associations nust comply 
with the section of the Act dealing with specifie information 
to be submitted to the Registrar," 

That is section -32 of the Marketing Associations ACG. 
Continuing: 

"In addition all associations incorporated under these 
acts are required to furnish any further information which 
the Registrar may wish from time to time, It.should de 
stated here that while some of the cooperatives under special 
act are not required to report to the Registrar according 
te their Statutes, they alli have complied with requests 


for information by the Registrar throughout the years, 


"Encouragement to Cooperatives: 


"In general recognition of the growing importance of 
the cooperative movement in Saskatchewan the Saskatchewan 
Legislature unanimously passed a bill setting up the 
Department of Co-operation and Co-operative Development in 
November, 1944. 

"This Department hag among its functions as set cut in 


the bill, the administration of cooperative legislation as well 


+ 
+ 
eo Pe 
r aR 
x a7 
4 > 


: Hg t sm 
i ay 


% ” . 
es A : 4 
= : mm 
? aur B 
4 
: He . 
. < leat 
ergs ’ 2D 
2 Seas 
- 
~ ag “ 
. 
eet ey) peas 


w ‘ 
get ; 
; 
er ts pres 
a - : 
ne 
3 
: + 


oe 


ra : Cae 
— 
ee} Ree 
a aot &e 
j 
. te 
“ cee = 
- tn * 
es 
ps 
x a 5 
ne 
e : 
— a A 
Fae 


os 


mo 
et 
‘ 


rae. =e ; . 
hy is 
é - . 
feat * 
ao aes 5 
= = 
= " : 7 
be + 
at ea ‘ ein 
ems Mee 
oi me 
> 
oe a = 
ot L 
a = 


B-1107 ~Li07- Mr. Turner 


as tho rendering of organization, inspection, research, 
publicity and any other services which may seem necessary 
from time to time to assist in administering cooperative 
development in this province. As mentioned earlier in 

this brief government encouragel.ent to cooperative devel- 
opment in the territory, later to become Saskatchewan, 
started as early as 1896. It has been since facilitated by 
means of the removal of legislative obstacles, the provision 
of adequate legislation when needed, cortain finencial 
guarantees and grants as well as general supervision end 
assistance by a division of government. 

"The Agricultural Credit Commission appointed by the 
Saskatchewan Government in 1913 made a Special study of co- 
operatives in many countries of the world. The following 
is its first recommendation to the government of the day:” 

I have a copy of the report but it is the last one 
in existencee You are welcome to use it as any time. 
Continuing: 

"'That, inasmuch as in the experience of older 
communities cheaper agricultural credit is invariably 
associated intimately with other phases of agricultural 
cooperation, such additional legislation be enacted oy the 
Legislature and information and guidance provided by the 
government as will further facilitate on the part of the 
farmers of the province the establishment upon a sound 
basis of a system of local and central rural cooperative 
societies for purchasing and séiling farm products and 
Supplies ,‘" 

"In another section of this report the Commission 


stated that they believed tho solution of cur problems 
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must be sought along two lines: 

1. The spread of cooperative effort especially at 
present in the direction of selling and purchasing; 

ed The fostering of financial institutions of our 
Own with sympathies for our problems and controlled by 
our own people. 

"The report further outlines the chief advantages of 
coopsration as applied to agriculture as:" 

I again refer to the report of the Agricultural Credit 
Commission. Continuing: 

"1. Economies due to handling goods on a large scale 
Doth in buying and selling. 

"2. Tho elimination of non-productive middlemen. 

"3. Protection against adulteration and inferior 
articles and imploments. 

"4, Amore intelligent study of market conditions 
and arrangements. 

"Se Cooperation develops responsibility in private 
and public life, makes for education in good citizenship 
and trains men to act with prudence, 

"6. Cooperation produces a inore cohesive rural social 
life. 

"In 1944 the report of the Saskatchewan Reconstruction 
Counoil makes the following recommendations with respect to 
cooperation:" 

iiphave a.copy of the report and there is a great deal 
of other information. I have just quoted recommendations 
from the report, but if cOpies are desired they can be 
provided. Continuing: 

"le That an investigation be made by the Co-operation 


and Markets Branch to determine the need for livestock 
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feeding organizations and methods of financing then, 
particularly in the irrigated districts. 

"2. That the Co-operative and Markets Branch explore 
the possibilities of cooperative farming, 

"3. That the curricula of the secondary sciools 
provide instruction in the history and principles of co- 
operatives. 

"4. That personnel be provided for the Co-operation 
and Markets Branch as required to expand present inspection, 
advisory, and research services in cooperative undertakings. 

"5. That the Income War Tax Act be amended to clarify 
the position of cooperatives, credit unions and federations 
of credit unions with respect to income tax liability. 

"6. That the Dominion Government be asked to procure 
the passage of a Dominion Co-operative Act providing for the 
incorporation as Dominion companies of cooperatives operat- 
ing on an inter-provincial basis. 

"These and other reports such as the ones prepared by 
the Saskatchewan Live Stock Commission in 1918 and both the 
Dominion and Provincial Committees on Farm Implement Prices 
in the late thirties have usually recommended that farmers 
should be encouraged to organize on a self-help basis for 
purposes of marketing, purchasing and servicing according 
to their needs. 

"In 4 material way the Saskatchewan Government has 
guaranteed, loaned or made outright grants to cocperatives of 
close to thirty million dollars up until the end of 1944. 
All the loans or guarantees with the exception of a little 
less than two million dollars have been repaid by the co- 
operatives themselves or are at present in the repaymerm 


stage according to the provisions set cut under the guarantee 
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or loan. The total grants have been slightly in excess o* 
%100,000. | 

"At least two cooperatives at present operating 
in this province have used the provisions of the Dominion 
Agricultural Products Co-operative Marketing Act as amended 
in 1939 for purposes of marketing agricultural products under 
Dominion guarantee with respect to financing. The Dominion 
Government has not to date had any losses in connection 
with this encouragement which has been given to these 
marketing cooperatives in this province, 

"The Department of Co-operation and its predecessors, 
the Co-operative Organization Branch and the Co-operation 
and Markets Branch of the Department of Agriculture, have 
assisted cooperative development in this province through 
the years. This has been done by means of special studies 
in connection with the proper organization of the various 
types of cooperatives, the publication of a news letter 
dealing with cooperation and markets news, assistance in 
the establishment of accounting or other services which are 
requested from time to time by the cooperatives, secretarial 
Services to federations or groups of cooperatives or credit 
unions when requested, as well as other advisory, inspection 
and research services. This division or department of 
Government has for several years now required preliminary 
study and information before the incorporation of a co- 
operative. This gives assurance that there is a need for 
the cooperative that igs proposed, The present Department 
has been set up to expand these various services as required 
and to assist cooperatives generaliy in achieving their objects 


for which they have been organized. 
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‘With respect to the invostigation which your 
Commission is now undertaking it should be noted that the 
Saskatchewan Income Tax Act specifically exempted co- 
operative associations, until the time when it ceased to be 
used. 

"In November, 1944, the Rural Municipality Act was 
emoended to exempt from all municipal taxes, community 
halls owned and operated by an association incorporated 
under the Co-operative Associations Act. 

"The above information implies that the Government of 
Saskatchewan has felt that the cooperative movement was 
worthy of assistance in this province. The recent condit- 
jonal guarantee of a joint financing arrangement for the 
Canadian Co-operative Implements along with Alberta and 
Manitoba as well as the close cooperation on cooperative 
problems with the Dominion Department of Agriculture and 
cooperatives in other parts of the world indicatcs a willing- 
ness to gencrally encourage the development of mutual self- 
help in any manner which scoms desirable to meet the needs 
of the people. 


"Sorcead and Diversit 


of Cooperatives: 

W"Sagkatchewan has a wide variety of services being 
supplied to its people on a cooporative basis. Some markets 
produce for farmers; sole purchase farm and farm home 
supplies; some provide a specific designated service cithor 
for individual membors or for the community; some engsgec 
in production as distinct from distribution; and some are 
service organizations for other local cooperatives rather 
than for individuals. 

"The greatest number of Saskatchewan cooperatives 27° 


incorporated under the Co-operative Associations POG 
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In this connection I present a map indicating the 
location of all cooperatives in the province organized under 
the Co-operative Associations Act. Continuing: 

"The greatest number of Saskatchewan cooperatives aro 
incorporated under the Co-operative Asscciations Act which 
defines the possible objects of associations organized 
under this Act as follows: 

thn association may be incorporated for the purpose 
of establishing and oporating any cooperative business 
or entaprise specified in its memorandum of association 
and, without limiting the gonerality of the foregoing, for 
the purpose of: 

(a) purchasing, procuring, selling, exchanging, 
hiring, and dealing in goods, wares and merchandise; 


(o) undertaking, and carrying on any enterprise 


Fb 


relating to the production, purchase, sale or exchange o 


Cc 


agricultural products and live stock, including: 
a) farmine? 
(ii) providing services for producing 
agricultural products and live stock, and 
(iii) providing services for associations 

engaged in enterprises referred to in subclauses (i) 

2a ce aed Gee Oh 

(c) preparing, adapting, producing, processing and 
manufacturing goods, wares and merchandise for sale by it 
to its consumer members and patrons; 

(ad) establishing, maintoining and operating any one - 
or more of the following! a library, a rest room, a club 
TOO OF eB public hells 

(e) erecting, purchasing, taking on lease or other- 


wise acquiring apartment blocks, houses, dweliings and 
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lodgings, and operating the same; 

(f) rendering to its members and patrons services of 
any kind whatsoever incidental to its objects." 

That is the map indicating the location of the assoc- 
iations organized under this Act for various purposes. 
Continuing: 

"Most of the associations organized under this Act 
are what are commonly known as bulk trading associations 
which means that they handle for their members such goods 
as coal and wood, twine lumber, or other farm or farm home 
supplies wnich cannot be classified as shelf goods. There 
are also a large number of store associntions combining the 
handling of bulk and shelf goods. Mest of the store assoc- 
lations, although not all of them, have developed first some 
bulk commodity service, then have gradually added to these 
services, anc finally established a store for the distribut- 
ion of shelf goods to their members. For example, in the 
past year, 1944, it is reliably ostimated that some fifty 
or gixty new cooperative stores have been opened in the 
province. More than 80 per cent of these have resulted from 
cooperative bulk trading associations expanding their 
services in their various communities. In most recent cases 
due to wartime restrictions stores have been taken over from 
established businesses considering withdrawal due to the 
proprietor reaching retirement age, the proprietor wishing 
to establish himself on a permanent salary basis in the 
employ of the cooperative or elsewhere, or in some cases 
such as Kandahar where the proprietor intended to isave the 
community without retail store service. 

"Community hall and recreation associations are organ! 


On a cooperative basis to a substantial degree in Saskatchewai.. 
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This type of organization includes not only halls, but 

some cooperative theatres, rinks and numerous other 
buildings for public or community service. 

"Cooperative associations for the purpose of shipping 

ive stock, grazing, farm machinery use, sheep production. 
funeral service, housing and a great many other incidental 
service requirements of the average community in Saskatchewan 
have been formed. The many requests at the present time for 
information on such services as cold storage lockers, 
canneries, and rural electric associations indicate that 

the development of the service cooperative field in 
Saskatchewan may be just in its infancy. 


"Tn addition to the incorporations there are a number 


of inter-provincial cooperatives, and cooperatives organize: 
under special legislation, registered under the Co-operative 
Associations Act. 

"Firms incorporated under the Co-operative Marketing 
Associations Act for the most part have been set up for the 
marketing of specific agricultural commodities and include 
cooperatives whose members are largely dairymen, grain 
growers, poultrymen, livestock men, seedsmen, honey 
producers or horsemen." 

There are twenty-five such organizations in the 
province and I have a map showing the location of those alsa. 
Continuing: 

"Over 160 credit unions are now incorporated in this 
province, with about 125. in rural communities. About 70 
of these credit unions in rural communities are in districts 
which have no other banking facilities. There are credit 


unions of the community type, the occupational type, and 


various associational types in this province," 
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I have a map showing the location of the credit 
unions in the province, which can be used by the Commission. 
Continuing: 

"The Co-operative Union of Saskatchewan, the Credit 
Jnion Federation of Saskatchewan and the Saskatchewan 
Women's Co-operative Guild are incorporated bodies def- 
initely interested in educational work for cooperatives 
in this province. In addition various other groups such 
as the Extension Department of the University and educat- 
ional arms of various farm organizations do useful work in 
Spreading reliable cooperative information throughout the 
province. 

"In conclusion to this section it might be stated 
that there would seem very few fields into which cooperatives 
could not enter in the province of Saskatchewan if there 
was sufficient need to justify such entry. 

"Statistical Information: 

"In order that there may be no confusion, the 
statistics given in this seotd on of the brief will deal 
only with cooperatives operating under the Co-operative 
Associations Act and unless otherwise specified only with 
those associations merchandising bulk or shelf goods for 
their members. The information given in most cases has 
been taken from questionnaires prepared and personally 
enumerated by members of the Research Services of the 
Department of Co-operation or from the annual returns 
submitted to the Registrar of Co-operative Associations," 

When I say "purchasing associations! Tf mean those 
organized for merchandising bulk or shelf goods for their 


members. Continuing: 
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"Racial Origin of Members - A survey of the member- 


ship of 170 cooperative purchasing associations in 1938 
indicated that racial origins of the membership of co- 
operatives in these communities followed very closely the 
proportionate racial grouping in the communities themselves. 
For example those of British origin in the communities 
studied formed about 58 per cent of the total population 

and they formed about 65 per cent of the cooperative member- 
ship; French about 3 per cent of the total population and 
about 4 per cent of the cooperative membership; Germans 
ebout 13 per cent of the total population and about 12 

per cent of the cooperative membership; Scandinavians about 
ll per cent of the total population and about ll per cent of 
the cooperative membership; Dutch, Belgians and Swiss about 
4 per Peri or the total population and about 2 per .oent: of 
the cooperative membership; all others about 11 per cont og 
the total population and about 6 per cent of the cooperative 
Membership. Cooperative membership in Saskatohewan may be 
Said therefore to be on a reasonably proportionate basis 

in comparison with community settlement. This statement 
would be applicable in most cases with respect to the local 
unit as well as to the total group. 

"Attendance at Meetings - A survey of 286 associat- 
ions giving definite information on their annual meeting 
attendances in 1943 indicates that roughly 30 per cent 
of the total membership was in attendance. This group 
of associations had close to 40,000 members and almost 
13,000 persons were in attendance at their annual meetings 
to help decide on the policy for their association. The 
total membership figure given has not had what is commonly 
called 'the deadwood! eliminated, i. e. the deceased and 


non-resident members ghown on the register. Reliable 
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estimates from questionnaire and survey reports would 
indicate that this might run as high as 20-25 per cent 

on the average for some of the associations under consider- 
ation here. 

"Highty-nine ges00i ations ih this group reported 
167 special meetings of Vie membership during the year 
with an average attendance of more than 25 per cent of 
the membership at these meetings. 

"Most of the store associations reported monthly 
meetings for their Boards of Directors with an average 
attendance over the year of seven out of nine directors. 
Similar attendance percentages were indicated for directors 
meetings in bulk trading associations but the number of 
meetings in the year varied for these associations. 

"Interest on Capital Shares - For 485 associations 
reporting, 478 were on a share capital basis, but 111 of 
these had a by-law prohibiting the payment of interest 
On share capital. Only 31 of the 367 who might pay interest 
on share capital did so in 1943 and the total interest 
paid amounted to slightly more than $4,000 on paid up 
capital of $164,000. 

"Twelve associations which paid interest on capital 
were trading associations with store services and 19 were 
engaged 1n bulk trading only. 

"Net Surplus - Close to 500 cooperative purchasing 
associations in Saskatchewan reported an average net 
surplus of $1,900 per association in 1943 as compared with 
~1,800 in 1942. It should be pointed out that the average 
for about 100 associations supplying both bulk and shelf 
goods was in the neighbourhood of $4,000 while that for 400 


bulk trading associations averaged slightly more than $1,000 
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per association in 1943, 

"On a membership basis this net surplus averaged 
pl4 per member in 1943 and $16 per member in 1942. 

"Financing -- A tabulation for 164 associations 
indicates that in the year 1938, 61 per cent of the shares 
allotted by cooperative associations had been Perit or. tn 
full and 39 per cent-were partly paid. Of these paid up 
amounts on shares 44 per cent had been paid in cash and 
06 per cent by the application of patronage dividends. 

“A tabulation for 164 cooperative purchasing 


associations indicates that monies borrowed from other 


than Members and patrons amounted to 20 per cent of the 


total finances of the associations at the end of 1938 and 
14 per cent of the totel in 19428. Of these amounts about 
o per cent were accounts payable to either the Saskatchewan 
Co-operative Wholesale or the Consumers Co-operative 
Refineries while most of the balance was short term liab- 
ilities for merchandise accounts. 

erase than 2 per cent of the 164 associations 
mentioned in this section had shares of a par value ex- 
ceeding $25 and most of them had shares with a par value 
of $5 per share. 

"Dissolutions - In order that the Royal Commission 
on Co-operatives or others may not consider that building a 
cooperative movement such as that in Saskatchewan is an 
easy Matter, it should be pointed out that of 1,415 
associations incorporated under The Co-operative 
Associations Act since 1914 to the end of 1944, 605 had 
ceased to exist at the latter date. Sixteen cooperatives 
marketing associations out of the total of 45 incorporated 
under the Co-operative Marketing Associations Act had been 


dissolved before the end of 1944, None of the 163 credit 
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unions incorporated in this province to the end of 1944 
had been dissolved, 

"It should be pointed out that Por the first .25 
years of operation of the Co-operative Associations Act 
123 of the 531 dissolved associations were never active 
to any extent in a commercial sense, and 76 of these 
dissolved associations returned $1 or more per dollar of 
investment to their members. 

"The experience over the years has now placed 
Saskatchewan purchasing cooperatives in the position how- 
ever that since about 1932 there have not been an excessive 
number of withdrawals and since 1938 withdrawals have 
numbered about two or less associations per 100 on the 
register per year. 

"4S cooperators continue to develop new methods 
of self-help in this province they will be certain to 
benefit from these experiences of the past while moving 
forward to give greater service to themselves as members 


who use their own cooperative in the future. 


*"Conelusion: 
AVEO LUSLON: 


"A conference of representatives of 44 nations 
discussing the problems of food and agriculture recommended: 
'That all countries Study the possibility of the 
further establishment of producer and consumer 
cooperative societies in order to render necessary 
production, marketing, finance and other services't, 
end that 
"Each nation examine its laws, regulations, and 
institutions to determine if legal or institutional 
obstacles to cooperative development exist, in order 


to make desirable adjustments,'! 
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"The Department of Co-operation and Co-operetive 
Development in Saskatchewan takes great pleasure therefore 
in endorsing this recommendation to your Commission and 
suggests that the present enquiry should study the facts 
presented to it in the light of this international 
recommendation." 

THE CHAIRMAN: We are very grateful to you, Mr, 
Turner, for your clear-cut brief. T understand this was 
prepared under some strain -- [I am told you were married 
within a short time of the execution of the ’prief. 

THE WITNESS: That is putting me on the spot. 

BY MR. PARKER: 

Q- You are to be twice congratulated on your brief. 
Has the province of Saskatchewan ever collected provincial 
income tax, do you know? A. From whom? 

Q- From anybody. As YOs, I understand so. 

Q- Has it ever collected any income tax from co- 
Operative associations? 4. They were specifically exemp t 
under the Provincial Income Tax Act. There may be some 
Special case I do not know of; I cannot answer the question 
completely. 

Qe On page twelve of your brief you give some 
figures dealing with the number of cooperatives recently 
established. a. Yes, three-quarters of the page down. 

Q- You say: "For example, in the past year, 1944, 
it is reliably estimated that some fifty or sixty new co- 
Operative stores have been opened in the province." Who 
would be the estimator? a. In the first place, we made 
an estimate from our files and I checked that with Mrs.Neal, 


of the Wartime Prices and Trade Board, Regina office, and she 
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indicated that their files showed rifty-nine transfers in 
the year 1944. TI said fifty or sixty, having estimated that 
range on the basis of our records. 

Q- from fifty to sixty new cooperative stores have 
been opened in the province? A.” Yos. 

y- Are these in localities where there were no 
stores before or are they being transferred from private 
persons to cooperatives? A. There would be no new 
buildings as such under the war-time restrictions, but, as 
the next sentence indicates, more than 80 per cent of the 
humbexy given represent expansions of services in bulk co- 
operative associations. | 

Q. I just wanted to know whether they were merely 
replacing the other type of stores or whether they were in 
addition to what had previously existed. A. Since the 
Wartime Prices and Trade Board will not allow additional 
stores, they would be replacing others. 

Q» Replacements or substitutions? A. Yes. 

Q iI have not had a chance to read very carefully 
all the Acts which are so familiar to you, but can you 
point to anything anywhere in them that constitutes what I 
might call a statutory definition of a cooperative? Where 
would lL find that? The word cooperative is used very many 
times. Is there a statutory definition of ‘it? 

A. There is no statutory definition. The statute requires 
that they fulfil the provisions of these Acts. If they 
fulfil the provisions of these Acts or of any of these Acts 
they are considered cooperatives as far as the Registrar of 
Co-operatives in this province is concerned. 

Q- At any rate, the legislature has not undertaken to 
give a formal definition as far as you know? A. Not as far 


as I know, 
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Q. In the administration of the Act has the 
Department, as we lawyers sometimes Say, established as 
a rule of practice any kind of complete definition of what 
they consider are the requirements for an institution to 
Dea true cooperative? A. Nothing more than I have 
indicated in the early section of the brief, on page two 
in the last paragraph: ‘At the outset it should be stated 
that in so far as possible those responsible for cooperative 
legislation and administration have avoided the incorporation 
or Posi neretion of cooperatives in which the responsibility 
for the operation and control of the enterprise did not 
relate back to the individual member or patron performing 
his function in society either as a producer or consumer." 

Qe There is a great variety of definitions, 
apparently. That is the nearest approach to a definition 
woich the Department has laid down to guide it in administ- 
ering the Acts? A. 1 would say so, yes. 

Q- Can you tell me in a few words the extent to 
which the Department insists on the auditing of the books 
of cooperatives to satisfy itself that the methods of 
operation comply with the Department's idea of a true co- 
Operative as laid down there? Ae Pixrst of ald, the 
department requires in the case of each cooperative a pre- 
liminary application to form a cooperative. They must 
submit certain information prior to incorporation. They 
have to submit information dealing with Location, size of 
population, racial origin, attitudes towards cooperative 
community enterprise, and so on. They must submit that 
first, then the Registrar considers it, and he usually con- 
sults with other, larger, cooperative agencies in the 
province to see if they fill the bill of a cooperative. Then 


they file a memorandum of association. 
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Q. I understand the machinery of getting the charter, 
but after you have given them the charter and they have 
started on their operations, for six months or a year or 
two, does the government have travelling auditors go around 
and audit the books of associations in order to satisfy the 
Department that they are operating on what I will call, if 
T understand the meaning of the term, a true cooperative 
basis? A. We do in the case of credit unions have an 
inspection staff which visits every oredit union once a 
year. In the case of other cooperative associations we 
have an inspection staff but they do not make a regular 
inspection. They inspect casually from time to time. 

Q. How many are there on the staff? I mean travell- 
ing auditors. A. There are two inspectors of cooperative 
associations and three inspectors of credit unions. 

QO. Are they Tull time? A. Yes. 

a. Continually om the road A. Most of the 
time they are on the road, although they have their office. 

ea. Do they audit with you in ‘view, in order to repore 
that this cooperative in such and such a town is doing 
things in accordance with true ccoperative principles, am 
so on and so forth? A. They might not use the words 
"true cooperative” but they would give us information on 
which we would make a check-up. 

Q. Does the Department insist on so-called co- 
operatives -- I am not using that word in any unkind way -- 
keeping their accounts so as to distinguish between the 
amount of business done with members and what is done with 
non-members? I realize that in the forms of information 
you call for they fill in what is requested. But is it 
insisted upon? Do your inspectors as they go around check 


up on thet particular feature and insist that it be done? 
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A. in this province, to this extent, that all savings. or 
surpluses accruing must be paid on the basis of patronage 
end they check on patrons buying over fifty dollars to 
see if the amounts are correct. 

Ql understand that, but it is not quite an answer. 
To what extent does the Department insist that careful 
accounts be kept to distinguish between the amount of 
business done by memb ers and the amount done by non- 
members? A. We are interested to see that patrons 
receive their money and therefore do’ not keep any special 
check on what you have in mind with respect to members 
and non-members. It depends on whet your definition of 
member or non-member may be. 

Q- I thought that would be the Department's job. 
That is a point for the Commission to decide. The answer, 
in what you have said, is no? A. If "Ll understand it, 

Q.- If you understand the question the answer is yes 
Or IOs Der ONO, 

MR. THORVALDSON: I wonder if the witness will inform 
himself-on one matter. I would like to know whether any 
taxes were paid by cooperatives while the Saskatchewan 
Income Tax Act was operating in the province, no matter 
whether any taxes are paid now. 


Lee WENO. 9 We del VO 1 neo aGn eC « 


The Commission adjourned at 12 o'clock. 
The Commission resumed at 2 p. m. 


Examination Mr. Turner continued: 


BY MR. PARKER: 
Q® There is one thing I want to make clear with 


reference to so-called travelling auditors. In their 
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visitations to the various Popeater ree. do they carry out 
merely a checking of the books or is it an inspection that 
is made with a view to obtaining information on which to 
base a report to your Department as to whether these org- 
anizations are operating as true cooperatives, as the 
Department understands that term? Is that the object, 
or is it merely to check Up ODS Cielr accounvue: a." Lt 
is to make certain that they are operating as cooperatives 
and also to make a check-up. It is for both purposes. 

Q. Both purposes? el LOS 6 


Q.- In your experience with the Department have you 


ever had any reports -- I do not want you to mention any 
names of cooperatives in the province -- have you had any 


reports from inspectors who have found eny that were not 
operating according to true cooperative principles? 
4. «again you use the word "true", 

Q» JI will leave out the word trie; I*Will sar ao- 
Operative principles. Ae There are some that are 
operating not entirely in sccordance with the Act. We 
have found some at times who have not been so operating, 
but we have taken steps and have rectified the Situation 
ae SOOn as notifiseda; 


Q These reports are made to your Department? 


Q- You give the necessary instructions to them to 
get their houses in order? 4. We inform the president, 
the Board of Directors and the Manager and usually the whole 
directorate and ask them to see chat 1t Ts put ih order 
as quickly as possible if anything is wrong. 

BY MR. GROSCH: 


Q- In your brief you state that the purpose is to 


Pine a market for agricultural products. Most agricultural 


a 


- 
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products have a-foreign, not a ene eits market. 
fi. What page is that? 

Q. The first. page, in the seventh line. ean: 
that right? A. are you referring to the sentence: "Por 
example, the first and most basic problem confronting 
Saskatchewan agriculture has been the need of getting 
their surplus of agricultural products to a market.....' 

Os Tes.’ ine’ bulk’or sericultural Products: 7 ind 
their final-destination in foreign markets, not in the 
domestic market. mo BOG rien fa toate A. I would 
say probably the largest percentage of PU, yess tab tS 
Pi2ncs 


Q 


ue 


Then the small cooperatives could not do any- 
Eling ™Do°nssist in*that, could they? “as “In this provinces 
ae Lh GALS provinoe, ae Oh yes. I would say 
their organization, assembling and collecting in their local 
communities, has quite a bearing on the interests of the 
various crop growers who are located at Sixteen or seventeen 
points in the province, 
Q- I am primarily interested in milk production. 
fn what way could the small cooperatives assist them? 
ie iS local assembling agencies and collecting agencies 
for milk, handling milk and whatever igs necessary at the 
local points in connection with the marketing of the product. 
But after all, even though the final market may or may 
not be, in the case of milk and dairy products, as much 
in the foreign field as in the aomestic, they are still of 
igssistance. It is more » domestic problem in the case of 
dairy products, 
Q You export butter? Be We export “a Litpeie butter. 


Q. From your local Saskatchewan field? A. Yes. 
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Q- «and as a matter of fact you have only one small 
dairy cooperative association here, and that is at Midale? 
4. «a dairy cooperative association? 

Q- You have only one, at Midale? Ae We have a 
dairy pool. 

Q.. One small one? ine They have their local 
units. 

Q- You have one at Saskatoon and one at Regina with 
their branches and one small one at Midale. That is correct? 
me I think so. I will check on that. 

Q» The Dairy Commissioner*s report will have it. 

A. There must be more, 

Q. Will you name them if there are any more than the 
one at Midale, As it will have tocheck up on that, 

Y Have you the Dairy Commissioner's report? 

&. I have the Co-operative .ssociations' report, which 
indicates three. 

Q- There is a small one at Midale, the dairy pool 
at Saskatoon, and the creameries at Regina. Is that right? 
A. I think so, 

Q- and they, you say, are how providing to take care 
of surplus dairy products in this province. That is all 
you have? fue YOS« 

Q.- You say that the cooperative movement began in 
1896 and the first three cooperatives were dairy cooperatives? 
fie het 16 right, 

Qe, snererore, if we trace the history of the dairy 
cooperatives through these years, we shall have the history 
of the oldest cooperative associations and essentially of 
the cooperative movement. fi. That is right. 

Q- You state further, on page two, that the real 


test of a cooperative -- and you do not define what that is-- 
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ecnsists in the operation and control of the enterprise 
relating back to the individual member or patron performing 
his Punch ob in society either as a producer or consumer? 
Aa. That is correct. 

Q. «and if there is neither producer nor consumer 
representing any one of these so-cnlled cooperatives it 
cannot be a true cooperative. That is one of the element- 
ary principles. ue Yos, if they are neither producers 
or consumers. 

Q. It must be one or both? ae, YOS, 

ei YOu sey that "the final Posponsi bility for control 
rests with the individual producers or consumers who use 
the business jointly with their heighbours and friends." 

LY any of these so-called cooperatives had neither, it 
would not be strictly cooperative. Ay NOs Thatits the 
way we have tried to make it. 

Q. That is the way you interpret it? he YOS. 

Q. 1 just want to find that out. I say to you that 
the Saskatchewan Creameries Association Limited of Regina 
has no Shareholders, no patrons and no elected Board of 
Directors but is controlled by a Board of Management 
appointed by order in council of the Government, and I ask 
you this question: Should their name not be changed and 
the word “cooperative” struck out? A. In that respect, 
I think that you and Counsel here nay not be bk aware 
of the fact that the Saskatchewan Co-operative Creameries 
for a period of years was under receivership and is just now 
returning to the cooperative field. 

2. Returning, but it has not yet returned. It is 
still on the way? A. a8 far as my information goes, it 


has recently registered as a cooperative association, 
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Q- In 1943 it registered as a cooperative association? 
Ae Yes. 

Q- But still has no patrons, no Shareholders and 
no elected Board of Dimec tore , seven today. fier GE cate NOt 
Sure of that. 

Q- I can tell you that is COMmeCU; 4and yop it 
claims exemption from taxation? ie ol ei Notwe-+ 
Q. Not conversant with that? Awe NO. 

Q. And it is called the Saskatchewan Co-operative 
Creameries Association Limited. That is the name of it? 

A. Yes, 

Q« ieee your inspectors did they report this 
fact tovyou? fA. You mean the Co-operative Creameries? 

Q- Yes. A. Yes. Whatever year it was that it came 
under receivership. 

Q.- But the receivership has been removed and it has 
gone under the management of 5 board of Management appointed 
by order in council of tha Lieutenant Governor? 

A. Until such time as the patrons are ready and able to 
Laie Care of iit, 

Q. Until such time as the patrons are able? That 
is no part of the Act. &. Records are now being kept 
for the patrons. 

Q. But there are no patrons. A. Everybody that 
delivers cream is a patron. 

Q. He may be a shipper of cream or milk but he is 
not a patron? A. He is a patron, in my opinion. 

Q. Let us go a step further. Have they any member- 
ship? A. They will have as soon as -~ 

Q- I am talking about the present. They have not 


now. Am I right there? Ae I think I had better reserve 
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my answer on that until I have studied the situation. 

Y. But you know there are no members. You know 
whether there are members or not. By OC Stall want to re 
serve my answer. I would say that most of the patrons 
know that they are going to become members in due course. 

Qe Most of the patrons may hope that they will be- 
come members in due course, but they are not now. 

4. That is probably right for a large number of branches, 

Re Theat 18 accordine te’ my information, and yet they 
use the name cooperative. Do they not? ae Yes. 

Q. But you have not struck them from the roll. 

Ae They are under special Legislation and receivership. 

ae Have your inspectors notified the management 
about this condition, as you told Mr. Parker is the custom? 
&£. I think -- 

Q- answer me, please. Do you know? Don't guess. 
You are Deputy Minister; you should know. A. They have 
certainly been in touch with the management. 

Q. What kind of "touch"? Ae They had definite 
contact with the management, and the Management is making 
plans now to turn the equities of the members back to the 
members. 

Q- But they have no members. A. The equities of 
the patrons. 

Q- They have no patrons. A. Oh yes, they have. 

Q- They have shippers. Are you going to make members 
and patrons out of shippers? i. Yes, 

Q. In the future? Ba Yess 

Q- So that today, notwithstanding the fact that they 
have neither shareholders nor members nor patrons, they 


call themselves a cooperative and trade under that name before 
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the public, do they not? A. Yos. 

Oe they as cient, is it’ not? Ks Lean 

Q.- And they are claiming exemption from taxation? 
A. I have no. knowledge of that. 

Qe There is a point on which I would like to get 
some information. With respect to the loans which you say 
the credit union makes, at moderate rates of interest, that 
is a rather flexible term. What are the rates? A. They 
are required to be not more than 1 per cent per month on the 
outstanding balance. 

Q. Do you call that moderate? A. For small loans 
a aps ae | 
Q- Are you sure you are outside the Usury Act? 

MR. PARKER: That is a question of law. 

BY MR. GROSCH: 
Q.» I withdraw the question. But you say the rate is 
Jl per cent per month? A. That is the maximum they can 
charge. They are not charging up to two. 

Q- No, I hope not. Now, I find this on page three 
of the bricf. It is stated that you may order the retirement 
of a member. You say that the directors may grant admission 
to membership and may order the retirement of a member, and 
you gO on to say: “In the former case it is possible to 
Secome a member through the accumulation of credits resulting 
from patronage dividends. In the latter case there are 
certain definite requirements as to the repayment of the 
members! equity as well as a right of appeal by the member 
to’a general meeting of the association.” What procedure is 
usually adopted to bring about that retirement? 

A. The section of the Act is Section 10, subsection 1, 


paragraph (q), which provides: “that the directors may by 


B-1132 


~1132~ Mr, Turner 


a two-thirds vote, at a meeting duly called, order the re- 
tirement of a member from the association." Subsection 2 
reads: “An order made by the directore under the euthority 
of clause (q) of subsection 1 shall be subject to the 
following provisions: 1. Where the Association has share 
Capital, the Association shall purchase at their par value 
all shares held by the member ana pay to him acerned interest 
on shares and amounts held to his credit: 2. Where the 
48sociation has no share capital, the pee oc tet an shall 
refund to the member hig membership fee and pay to him all 
other amounts held to his Crodiis (4,0) The secretary of 
the Association shall, within five days from the date oa 
which the order is made, notify the member in writing of the 
order; 4. An appeal from the order may be taken by the 
Inember to the next general lleetving of the 4ssociation, 
provided that written notice of intention to appeal shall 
be given by him to the secretary within thirty days from 
the date of receipt of the notice mentioned in paragraph 3." 

Q- Could not this provision be adduced, so that 
aS soon as protesting minority @roups arose, before they 
could become the majority, out they would Z0°? Ay dita 
cooperative it is one member one vote. 

2. That is one big thing I omitted to ask about 
in connection with the Co-operative Creameries, 
A. It ig under Government Supervision, 

Q- Is that in accordance with your idea of the 
principles of cooperation? A. No vote?g 

THE CHAIRMAN: When you Say that it is under Government 
supervision, do you mean the Dominion Government? 

MR. GROSCH: No, Mr. Chairman, It is a provincial 
Act., The province, by order in council, appoints a board 


or Management; the Dominion Government has nothing to do 
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THE CHAIRMAN: It is under Government control. Would 
not that answer the question as to non-taxation? 

MR. GROSCH: No, because they purchased it by agree- 
ment with the Government and are paying it back. They are 
Owners under agreement. JI see your point, Mr. Chairman. 
That will come out in my brief. 

BY MR. GROSCH: 

¥« Mr. Turner, could not this provision be made a 
means of getting rid of minority protesting groups, to see 
that they never had any strength? You could always keep 
control. A. Who could? 

Q- Whoever happened to be the majority at the time. 
A. They are the ones who are supposed to KSSPUCORUTOU, 1a 
a cooperative. | 

Q- But it is the directorate that acts first. It 
is only the matter of confirmation that goes to the members. 
Ae Yes; but there is a right of appeal to the members. 

Q.- But when the appeal comes they are out during 
pleasure -- retired. It is a pretty cold outfit when you 
are on the outside looking in. 

BY MR. ARNASON: 

Q- Do you know of any instance in which this power 

nas been used? Hen eNOw 
BY MR. GROSCH: 

Q- 4m I to assume that the power has been there for 
use but has been lying dormant? A. The only place where 
this would be used would be as regards members who had left 
the community, dead wood as it were, people who are not at 
present using the business in a true cooperative manner. 


2. But why expel the dead? There is no trouble there. 
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A. It is necessary to get them off the shareholders! list. 

Q- _But you have a funeral home for them? A. It has 
not been used in the way you are suggesting. 

Q. Let us turn to page thirteen of the brief. You 
Say: "Cooperative associations for the purpose of shipping 
livestock, grazing, farm machinery use, sheep production, 
funeral service, housing and a great many other incidental 
service requirements of the average community in Saskatchewan 
have been formed.” There is a funeral home established in 
Regina as a cooperative? As ed. 

Q- In the case of the funeral home, who are the 
producers? A. Those who die. 

Q- And who are the consumers? A. Those who are alive. 

Q. And who have the vote? A. The members of the 
association. 

Qo “The living? A. The living, the membership in 
the funeral service for the benefit of their families. 

It is the families that are members in the funeral home 
association. 

Q- I suppose that gets away from the principles of 
processing or manufacturing. You are free from that. Have 
you ever struck any company off the list for using the name 
cooperative when it did not comply with the Act as you thought 
it should? Ae That is after it was once incorporated as 
A cooperative? 

Q» Yes, after it was onte incorporated. ,A. I don't 
know of any myself. I could check that up and bring 
the information tomorrow. 

Q- On page six you say: "No provision was made for 
such expense reserves as educational or community funds until 


1939. In addition to the educational or community reserve the 
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1944 amendment makes provision for supplemental by-laws to 
retain-a portion of the net surplus not to exceed 15 per 
cent of such surplus for any service or services to be 
supplied by the Association or for fees, grants, assessments 
or other payments to be made to any company, association 

or society of a cooperative or mutual character supplying 
any service or services provided the Tuli particulars 
thereof. shall be set out in the supplemental by-laws." 

Has this any reference to advertising? Rig, TO oe eu ae 
would refer to benefit schemes of various types to help the 
membership of the community. We have one or two cooperat- 
ives in this province who have a benefit scheme whereby 
they pay a death benefit based on the average of the last 
three years‘ purchases, 

Q. There is no inspection by the Dominion Government 
Inspectors? A. In what way? 

Q. The Dominion Inspector never comes in to look at 
that? <A. In connection with income tax? 

Q Yes. A. Yes, 

Q@- Does he exercise his discretion? A. A number 
Of cooperatives are required to file certain information, 

Q That may be, because even if you are exempt you 
file information. But does the Dominion follow that up by: 
saying, as in the case of limited liability companies, 

"You have an item of $10,000 for advertising and it should 
be $5,000. Cut it down to $5,000." Do you know of anything 
like that being done? ie NOy 

Q- gain, on page six, you say: "In the case of the 
requirement to pay out all balances of savings to patrons 
in proportion to the volume of business done with the 
association, this has been a definite requirement except for 


the years 1920 to 1928 in which case the Act included the word 
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‘may* and indicated also that it was possible to include 
only shareholders and not necessarily patrons." That is 
to say, they "shall" do so and so, with the exception of 
the years mentioned, and now you are back to the imperative 
Shall. i. With the exception of those years, yes. 

QQ. How often must they pay out these surpluses or 
distribute them? A. On an earlier pege it is stated that, 
in accordance with section 25 of the Co-operative Associations 
Ct, the directors after paying expenses and making proper 
allowance for depreciation “shall apportion the surplus 
arising from the yearly business of the Association as 
follows." 

Q. I was not certain about the interpretation of that 
but it means, according to your administrative practice, every 
year? i. Yes, subject to the provisions of the by-laws. 

Q-. Have you.a copy of the’ by-laws? A. Yes, 

Q- Do you approve or disapprove the form of by-laws 
before they become effective? A. Yes, we do. 

2. Are there any who in their by-laws have a pro- 
vision that they need not make this annual distribution? 
ie «8 far as my knowledge goes they all have that provision, 
that they make annual distribution -- that is, allocation 
to members. In other words, they have set UD Beauly for 
the members, 

Q- But do they make the actual distribution? 

Gece thnueesh. 

Q- in some form or other. fA. They make it a dividend 
payable; it is an allocation; 

Q- 4& dividend payable immediately or at some future 
date? As. That would depend on the by-laws. 


Q- Do you know of any by-laws under which it is made 
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at a future date? A. It may be retained in certain cases. 

Q. How long? A. That is at the discretion of the 
directors. That is the way that reads. J will check that 
by-law. There are two sections dealing with the distribution 
of surplus. There is a section dealing with the revolving 
reserve and a section dealing with the distribution of 
surplus. 

Qe With regard to the revolving share, my information 
is not very definite and I hope that if I make a mistake you 
will correct me. I understand that the Dairy Pool in 
Saskatchewan has a revolving fund, or revolving door. 

A. lt is called by various, names. We call it a revolving 
reserve. 

Q. This door revolves every year. The first year 
nothing comes out of it and in the seventh year the first 
year's dividend drops out? A. It is paid, 

| Q®. That is.the first time there is any distribution 
of the fund? As The Dairy Pool itself will de heren.and 
will answer in that regard. 

Q. That is as L understand.it.~ <A. . The majority do 
not have any definite seven-year or five-year period. 

In the majority of cases it is when it is deemed sufficient 
for the operations of the association, 

G@. .The primary principles underlying these co- 
operatives stone at the end of each year there shall be a 
payment? A. If there is an allocation. 

Q. But there are wide discretionary powers vested in 
the directors which may change all thet? A. No. They must 
Still allocate. 

Oe .bUb Lt 13 not peidy &. It becomes a dividend 
payable. 


Q. But they do not say when? A. It is payable and 


¥ 
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there is interest payable on it. 

Q- Once it is declared the shareholders can get it? 
Are you sure of that? A. Yes. Fu-is “erdividend payable. 
The dividend shall be payable Mat cuer time and in such 
manner" as the directors may determine. That is provided 
in the by-laws. 

OQ. “In sueh manner." “snd if the directors decide 
that it shall not be for seven years, that is the time and 
the manner in whieh it shell’ ve°paid®”-, Ay. Yes. 

Q. lt may be held for seven years before it is 
payable? AS Thiet TSe*possiple; butvit Ts’ stats ay part-or 
the equity of the member. 

Q. It is frozen for seven years and then they thaw it 
out? A. it may be seven years. 

Q. Or it may be forever? 

THE CHAIRMAN: They would lose if they held it too 
longe 

BY MR. GROSCH:; 
9. That is why I was asking about the ejection of 
minority groups who might be kicked out because they made too 
much trouble. On page seven you make a statement about the 
restriction of the use of the word cooperative. 
fe Yes. Section 31 of the Act states: "No corporation 
doing business in the province shall use the word ‘cooperative! 
or any abbreviation or derivative thereof as part of its 
hame, or with respect to its goods, wares, merchandise or 
services ‘or its method of condicting its business, or hold 
itself out to be cooperative, unless incorporated by or under 
the authority of an Act of the Parliament of Canada or an 
sct of this Legislature which expressly authorizes the use 
of the word ‘cooperative’; and no person, firm or association 


shall do any of the said things.” 
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Qe There have been no prosecutions under this Act? 
A. Not as far as I am aware, 

ie Although subsection (2) of the same section 
declares: "A person, firm, corporation or association con- 
trevening the provisions of this section, shall be guilty 
of an offence against this Act.” Age Tes; 

Q. And your inspectors have reported back that 
there are some who have done so and you have adopted the 
method of sending them a notice giving them warning, but 
you have not prosecuted them. A. In all cases they have 
conformed with the requirements of the Act. 

Q.- But you do not prosecute them? Aw? WO’ 

Q. On page nine you state that the Agricultural 
Credit Commission reported outlining the chief advantages 
of cooperation as applied to agriculture, among which is 
mentioned "the elimination of non-productive middlemen." 
Does that mean competitors? A. Well, Ihave to coniess 
ignorance of the 1913 Commission, but that is the statemem. 

Q. They have enumerated six advantages and in the 
six they do not include exemption from taxation. Do you 
not think that is another advantage that should have been 
included there? A. That is for the Commission to decide 
Teper Doan Tor ms,, 

% But it ts a decided advantage? 

THE CHATRMAN: There was no income tax in 1913? 

MR. GROSCH: There was no income tax until later 
On, and later on there was income tax but not on all co- 
operatives. I understand that the wheat pool did pay income 
tax to the provincial government, but not the dairies. There 


was a distinction between them. That is my information. If 


I am incorrect I am prepared to stand corrected. I got this 
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information from outside, but I wish to qualify the state- 
ments I make from my limited knowledge. I am therefore 
prepared to be corrected. I have done the best I could 
from outside to get the information. 

BY MR. GROSCH: 

Q- On page ten, Mr. Turner, you make this statement: 
"In a material way the Saskatchewan Government has guaranteed, 
loaned or made outright grants to cooperatives of close to 
$30,000,000 up until the end of 1944, All the loans or 
guarantees with the exception of a little less than $2,000,000 
have been repaid by the cooperatives themselves Or are. at 
present in the repayment stage according to the provisions 
set out under the guarantee or loan." Can you break down 
those figures and say to whom? A. Iwill be prepared to 
do that for the Commission. 

Da oe Should be glad to have you do that. In that 
list do you include the amount, in the case of Saskatchewai 
Co-operative Creameries, of $592,203.48 guaranteed by the 
Bank of Montreal in 1931, A. JI will report on the indiv- 
idual transactions to the Commission. 

Q. in the case of one company alone there was an 
amount+of .$1,732,552.22; that is close. to $2,000,000? 

Ae That comes under a different department of government, 
but I think they will be prepared to give that information. 

Qe twas thinking that came outside the cooperatives 
you had reference to. A. No. 

2. The losses must have been very small. If you take | 
a sum of less than $2,000,000 and deduct this large amount 

| that I have mentioned of $1,700,000 odd, they must have been 
small. A. They were very small, yes. 

Q On poge eleven you say: “In November, 1944, the 
Rural Municipality Act was amended to exempt from all 


municipal taxes community halls owned and operated by an 
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association incorporated under the Co-operative Associations 
Act." That is another discrimination against privately 
owned companies. Am I right? 

MR. PARKER: I do not know whether that is a proper 
question to put to the witness, 

THE CHATRMAN: Our inquiry does not extend to 
municipal taxation. 

MR. GROSCH: The point I am making is this, that the 
effect of exemption has created a discrimination against 
non-exelipt companies which is so serious that it is Ori vir 
them into the position -- | 

THE CHAIRMAN: We are very familiar with that argument, 
Mr. Grosch; we have had it pe Vancouver to Regina. 

MR. GROSCH: And no doubt you will hear it repeated 
until you get east. 

THE CHAIRMAN: = am sure. 

MR. GROSCH: The discrimination is not only on the 
part of the Dominion in granting the present exemption; 
it goes all the way through the province and now to the 
municipal governments, and it piles another load on to the 
taxes others have to pay because there is exemption for 

avoured institutions. 

MR. ARNASON: You are aware that cooperative community 
halls are forbidden to pay patronage dividends; they are 
prevented from paying any surplus whatever to any share- 
holder. 

MR. GROSCH: Yes; and while they get away from the 
payment of patronage dividends they create the competition 
which puts the privately owned municipal hall out of bus- 
iness and drives the private operator into bankruptcy. I know 


where that has happened. That is correct, Mr. Turner, that 
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under the Municipal Act there is a further exemption? 

THE WITNESS: Yes; that is stated on page eleven. 
That is correct. 

BY MR. GROSCH: 

Q. On page twelve you say that a cooperative may he 
established for the purpose of “erecting, purchasing, taking 
on lease or otherwise acquiring apartment blocks, houses, 
dwellings and lodgings and operating the same." A. Yes. 

®. Who is the producer there? A bd ue 
consumer. 

Q. And who is the consumer? A. Those who live 
in apartment blocks, houses, dwellings or lodgings. 

Q. Who is the producer -- the man that owns it or 
the group that owns it? A. The group who own it are the 
ones that are using the services, 

Q. And to whom are the services distributed? 

A. To the group that use those services. 

Q. To the consumer? A. To the consumer who uses 
the services. | 

Q. That is another form of cooperative: == the 
acquiring of apartment blocks -- which of course is not 
agricultural production? A. Well, they are not producing 
agricultural products. 

Gece 06, not touIink So, and: yet you Cala Tori CoO- 
operative for that purpose as well as for the purpose of 
"rendering to its members and patrons services of any kind 
whatsoever incidental to its objects." That is a sort of 
carry-all clause -- no limitation there? As: No. There 
are one or two limitations in the next section. 

Q. Perhaps I was careless and overlooked them. 


A. Section 6 reads: "No association shall have power: 
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(a) to construct or operate e railroad or telegraph line; 

(b) to carry on the business of insurance, except as agent 

or broker; (c) to carry on the business of a trust company as 
defined by The Trust Companies Act; (a) to carry on the 
business of a loan company as defined by The Loan Companies 
Act; (e) to carry on business as a wholesaler; (f) to carry 
On business as a manufacturer except as provided by clause 
(c) of section 5." 

Q- Those are largely matters within the jurisdiction 
of the Dominion Government, such as railroads. It was well 
that you mentioned that they could not carry on railroads. 
Were there ambitions in that direction? Ay Lido soy cars 
to answer that question. That is a matter of opinion, 

Q- Those are the objects which under the provincial 
ActS a cooperative may Carry oun? A. Under the provincial 
Co-operative Associations Act. 

Q- And you allow them to operate if they stay within 
those provisions?. A. Yes; provided it is the people who 
are using the business, 

Q- Yes. Therefore when the word cooperative is used 
in ag wide a sense as that, that name cooperative would 
apply to an organization having powers more limited than 
those set out in section 6, so that that organization would 
enjoy exemption fromtaxation under the Dominion Act. 

a. That is a matter for the Commission to decide. 

2- So that the word cooperative may be an absolute 
misnomer so far as Dominion Acts are concerned, corresponding 
with Provincial Acts with wide powers such as these, 

THE CHAIRMAN: That is a matter of argument and not a 
question that can be put to this witness. 


MR. GROSCH: I simply wish to point out that the mere 
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fact that the word "cooperative" appears in the name of a 
company shculd not be considered as bringing that company 
within Dominion statutes so as to entitle it to exemption 
from taxation, 

BY MR. GROSCH: 

Q. On page sixteen of the brief, Mr. Turner, you 
say that of 1,415 associations incorporated under the Co- 
operative Associations Act since 1914, to the end of 1944, 
605 had ceased to exist at the latter date. The death rate 
Was Tairly high? Tie) “LGB. 

Qe During normal times survival was not so great, 
but when we come to war times and war conditions expansion 
is extraordinary. In one year the expansion was sixty 
millions. A. That particular year it was stores. I can 
Obtain the figures. 

BY MR. THORVALDSON? 

@. Were you able to find out whether cooperatives 
piid taxes to the Saskatchewan Government under the old 
Saskatchewan Government Income Tax Act? A. I was asked 
about that before but during the adjournment I could not get 
it. I expect that information some time this afternoon. 

The administration of the Income Tax Act did not come under 

our department directly and we heve to deal with the Department 
| of Revenue under which it operates. However, the information 
is being obtained this afternoon. One of our officials is 
getting it. 

% Will he be here later this afternoon? A&A. He 
Nill not, but he or my secretary will get in contact with 
me with the information. 

Oe i do not know whether you are familiar with that 


part of the Insurance Act dealing with cooperative insurers. 
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That does not come under your Department? ae toe 

Qe Under the Department of the Superintendent of 
Insurance? A. Yes. 

BY MR. VAUGHAN: 

Q. On page nine of your brief you quote a recommend- 
ation made by the Saskatchewan Reconstruction Council that 
the Income War Tax Act be amended to clarify the position of 
cooperatives, credit unions and federations of credit unions 
with respect to income tax liability. That is a general 
recommendation. JI wonder if your Government Department could 
give the Commission something more definite in the way of 
recommendation. A. That is part of the recommendations 
to be found on page 88 of our Reconstruction Report. We 
will be prepared to file ten copies of that report. 

we AS a result of- your experience "in this” province, 
and the experience of your Department, you must have certain 
definite recommendations in mind? A. Do you suggest that 
we take that up? We have been leaving that to the Commission, 
but if you wish us to take it into consideration we might do 
a job for the Commission, 

THE CHAIRMAN: It would be very welcome. 
| THE WITNESS: We could soon give you an answer. 


Speaking personally rather than for the Department, I think 


we are prepared to recommend to the Commission that any 


corporation incorporated under the Act should be considered 
a cooperative. 
BY MR. VAUGHAN: 
Q. Anything that is covered by the Acts? fs Yor, 
BY MR. ELLIOTT: 
Q-» On pages fifteen and sixteen of the brief you 
Summarize a tabulation which you have made with regard to 


the financing of cooperatives. ns Creo. 


we 


a 
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Qe is that tabulation given in some detail? 
A. Yes; JI have a substantial amount of information. In 
fact, I mention certain things. 

Q. This is a summary of an extensive tabulation. 
A. Yes. lt has not been printed yet but it is ready. 

Q- Can we have a look at it? A. Certainly. 

THE CHATRMAN: Would it be possible to have photo- 
static copies of these charts you have? 

THE WITNESS: I think it would. 

MR. VAUGHAN: These charts give a good picture of the 
distribution of cooperatives, and if photostats could be 
made of them they could be referred to at any time. 

THE WITNESS: We will discuss that with your Registrar. 
May I say that if anything further comes up during your 
inquiry here that makes my presence desirable I shall be glad 
ZO come back. 

THE CHATRMAN; Thank you, Mr. Turner. 

MR. PARKER: The brief next to be submitted is one on 


behalf of twelve independent dairies operating in Saskatch- 


ewan. 

MR. GROSCH: I am appearing on their behalf, Mr. 
Chairman. 

THE CHAIRMAN: Are you bringing a witness to read the 
bear ¢ . 


MR. GROSCH: I have a witness to answer questions in 
respect of the brief. 

MR. PARKER: Do you propose to make comments as you 
read? 

MR. GROSCH: I may make comments at the end or 
reserve them. 

MR. PARKER: If this brief contains a number of 


allegations of fact, and inferences from facts, it is 
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desirable that the Commission should have a clear under- 
standing as to what facts are proven and what are only hear- 
Say. The custom we have followed is that whoever is signing 
the brief <- 

MR. GROSCH: I have signed it. 

MR. PARKER: If you have facts, well and good; but 
your witness should go on firsts: 

MR. GROSCH: All the facts were submitted to me. 

THE CHAIPMAN: Have you a client who is familiar 
with them? 

MR. GROSCH: Yes. 

THE CHAIRMAN: Then put him in the box and we can 
cross-examine him. 

WILLIAM GRANT CARRUTHERS, 


Manager, 

Purity Dairy Limited, 
having been duly sworn 
testified as follows: ~ 

THE CHATRMAN: Is this witness thoroughly familiar 
with the brief you are about to read? 

MR. GROSCH: Yes. It was read over to him and others 
from information he submitted. I prepared the’brief and he 
nas information and can refer to it. 

THE CHAIRMAN: 4nd he will be examined upon it? 

MR. GROSCH: Yes. The’ Prisl reacts: 
®To the Chairman and Members of the Royal Commission on 
Cooperatives? 

tThis brief is Submitted on behalf of the undersigned 
independent companies engaged in the dairy business in the | 
province of Saskatchewan} 

“UNIFORMITY OF TAXATION - DISCRIMINATION: 
"4. fundamental principle underlying taxation is the 


rule that taxation shall be uniform. Therefore, a tax which 
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exempts property is a discrimination in favour of such 
exempt property and violates this rule. The Income War 
Tax Jct and the Excise Profits Tax, insofar as they exempt 


. 


Dairy Co-operatives, discriminate in favour of such coop- 
eratives and against companies and persons not so exempt. 

"We shall apply this principle of taxation to the 
three so-called ‘Dairy Oo-operatives! operating in this 
province." 

There are only three companiss operating as cooper- 
atives and I have tried to set out their standing. These 
are the actual facts in connection with the three companies. 
Continuing: 

"So-Called Cooperatives 

"1. Midale Co-operative Association Limited, with 
head office at Midale, Saskatchewan. 

"This Company was incorporated under the Saskatchewan 
Companies act on March 24, 1925, with authorized capital 
of $15,000 in shares of $10 each, and it commenced business 
shortly after its incorporation. The fixed assets have been 
liberally depreciated and the net work is approximately 
$8,000 as shown in its Financial Statement of December 31, 
1942. During the war period the volume of its business has 
increased considerably. The Company manufactures butter 
and deals in produce, eggs, etc. The business is well 
Managed and operations are profitable. 

"This Company handles the product of the primary 
producer and only in the case of cream does it do any 
processing, which is manufactured into butter." 

That is the smail cooperative. Continuing? 

"2. Dairy Co-operative Marketing Association 
Limited, with head office at Saskatoon, Saskatchewan, 


known ‘as 'The Dairy Pool!. 
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"This Company was incorporated in 1928 under the 
Saskatchewan Co-operative Marketing Association Act, under 
the name of ‘Saskatoon Dairy Co-operative Marketing 
Association Limited', but in 1937 it changed its name to 
Lie ner wh beh Sim Le. now mediine. “OniAprid, 16 jci057 , the 
issociation purchased from one McIntosh, creameries at 
Bigger and Kamsack, and a cheese factory at Lerey, On 
Sprich -L, “Let, - the “Association took over all of the «atock 
and fixed assets of Prince Albert Creamery Company, Limited, 
which was independently operated under the management of 
Mr. R. W.-Heim, and included plants at Parkside, Prince 
Albert, Speers, Debbn, and the Rosthern Creamery and Produce 
Limited, Rosthern, (the latter a subsidiary of the Prince 
Albert Creamery Co. Ltd.), foxta price of $152,500 cash. 

"In 1943 the Young Creemery was purchased from the 
owner, Mr. Hugh Smith, for $25,000, and in 1942 a cheese 
factory was built at Lanigan. 

"The Company also manages and operates the Saskatchewan 
Poultry Pool. The Saskatchewan Poultry Pool operates 
throughout the province of Saskatchewan, and purchases from 
che producer eggs, and live and dressed poultry, specializing 
in the purchase of turkeys. 

"The Company has no share capital, but is maintained 
by a membership and the members include dairy farmers in 
the districts where the creameries are operated. The 
Board of Directors is composed of farmer members who are 
elected annually. The financial statement of December 31, 
1943, showed a total net worth of $682,256, and steady 
progress has been made. 

"Sales have shown a very substantial increase 
under present war conditions and there is an assured market 


for all products manufactured. This Association has two 
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large and well equipped plants for processing and pastéur- 
ization of milk and milk products. Butter and cheese 

are manufactured, also processed cheese similar to Kreft 
cheese, and in the City of Prince Albert the Company re- 
talls milk and milk products to the consumer. 

"A Substantial reserve has been set up for deprec- 
iation on real estate, equipment and fixtures, which 
originally cost over $358,000, including the building and 
equipment at all branches. The surplus is accumulated by 
withholding a certain percentage of money payable to 
members in cream and milk shipments, and members are per- 
mitted to sell their interest in the Association only 
directly to the Association, and in event of the Association 
winding-up, each member is entitled to a percentage of 
the surplus according to the amount of his accumulated 
deductions. 

"Under this Company's method of operation, deductions 
of equal amount for reserves and operating costs are taken 
from each 100 lbs. of milk handled, and all operating 
profits are held until the end ofeseven years, when the 
profits of the first year of operation are returned to 
those patrons still dealing with the Company. All cream 


Shippers, whether members or not, become associate members 


on first delivery of produce to the Company. There is 
provision for non-participating members. 

"Under this Company's Articles of fssociation, 
provision is made that: 

'IThe Directors may set aside out of the funds of the 
members in its hands such sum AS they may think proper 
4S 4 reserve or reserves which shall, at the discretion 
of the Directors, be applicable for meting contingencies, 


or for the making of loans, etc.! 
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"Under this provision, the "Revolving doort method 
of distributing profits is supposed to operate. We have 
no accurate information as to equality of distribution 
of profits under the ‘revolving door' method, but respect- 
fully suggest that full information be obtained by the 
Commission. 

"According to the Company's financial statement, 


the 'tangible net worth' is shown as follows: 


1941 ~ $384,209.00 
1942 - 545,855.00 
1943 - 682,256.00 


"d. Saskatchewan Co-operative Creamery Association 
Limited, with head office in Regina. 

"This Company was created by Speciel Act of the 
Saskatchewan Legislature, dated April 1, 1939, and is 
without share capital, but possesses the same powers and 
privileges as companies operating under the Saskatchewan 
Companies Let. Under the authority of this Legislation, the 
Company took over the business which had been previously 
corried on by the Saskatchewan Co-operative Creameries 
Limited. It assumed the liabilities of its predecessor. 

| The outstanding indebtedness to the provincial governnent 


at that time amounted to $1,511,505.16. By arrangement, 


this liability was to be paid in twenty equal annual 
instalments with interest at the rate of 4 per cent per 
annum, but without giving any special security to the 
government, 

"In 1941 the Act of Incorporation was amended enabling 
the Company to become a producer-owned ecoperative. 
These amendments provided that after depreciation reserves. 
etc. have been taken care of, a portion of the earnings are 


to be placed in a surplus account. Under the Special 


— 
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Legislation, management control is vested in a Board of 
Manegement, named by the government of the province of 
Saskatchewan. Ths present Board was appoint ed by an 
order in council of such government, dated august 31, 
1945. On September 10, 1943, the Company was registered 
under the Co-operative Marketing Associations Act of the 
province of Saskatchewan. Provision is made in the 
Legislation whereby the Company may eventually become 
producer-owned, but nothing has been done in that respect 
up to the present. 

"The Saskatchewan Co-operative Creameriss Limited, 
which was abscrbed by the present Company, was formed 
under the Saskatchewan Co-operatives act in 1917, and 
Started business in a small way. Saskatchewan farmers and 
investors became its shareholders. It subsequently 
established and absorbed several competing concerns, and 
Opened a number of branches. Later it sustained heavy 
financial losses on operation and got into financial 
difficulties, which culminated in 1939 when it found 
itself unable to meet its liabilities, at which time all 
Shareholders were wiped out. The loss sustained by these 


| Shareholders was $1,392,378.44. <A new organization was 


| created without share capital, and without any provision for 
the old shareholders, 

"The Government had guaranteed a loan of $600,000 
to the Bank of Montreal, Regina, and was called upon by the 
Bank to make payment. The Government implemented its 
guarantees by paying the Bank the sum of $592,203.48, which, 
eccording to Public Accounts, came from the Liquor Surplus 
and was subsequently written off. 


"The Company was then placed in Receivership, and the 


~1153— Mr. Grosch 


Receiver, with the assistance of the Government, established 
credits on which to operate the business. The Receiver 
Carried on until April, 1939, when the present association 
was created. In 1938 the properties were conservatively 
appraised and valued at $1,511,505.16, and the properties 
were turned over to the present Association for that 

elmount, payable over a period of twenty years, with interest 
at 4 per cent. 

"The balance which the Government had advanced to the 
Company, amounting to $1,139,552.74, was written off and 
Charged by the Government to the Public Debt of the province 
of Saskatchewan. The support given to the Co-operative 
Creameries by the Government had, in these two transactions, 
cost the taxpayer a total of $1,731,756.22, and the share- 
holders $1,592,376.44,. The total loss sustained being 
$3,124,134.66. 

| "The present Association started its Operations in 
1959 with the above named liability of $1,511,505.16, after 
the debt of $1,7%1,756.22 had just been wiped out. Since 
then, substantial progress has been recorded; liabilities 
have been steadily reduced. Accumulated earnings have re- 
sulted in « Surplus Account, shown in the last Balance 
Sheet at $1,585,362, 

"During the past few years the business of the Company 
has increased steadily. War conditions have created a more 
active demand for its products. The Company acts as a 
wholesale and retail distributor of pasteurized milk and 
other manufactured dairy products, and deals in poultry 
and eggs," 

I understand they have now taken a hatchery at Yorkton. 


Continuing: 
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"It manufactures butter and ice cream and sells re- 
frigerating equipment, and does a public cold storage 
business. Its sales cover an area beyond the province, 
as it does a considerable trade in Manitoba, Eastern 
Canada, and the Pacific Coast. 

"In addition to its plant at Regina, the Company 
Operates at 23 other places in the province, namely: 
Broadview, Carlyle, Humboldt, Esterhazy, Kerrobert, 
Langenbureg, Lloydminster, Melfort, Melville, Moose Jaw, 
Moosomin, Nipawin, Norquay, North Battleford, Oxbow, 
Preeceville, Saskatoon, Shellbrook, Swift Current, Tisdale, 
Wadena, Yorkton, and Weyburn. 

“The Company rents from the Provincial Government a 
three-storey brick building, 100 x 800 ft. on Albert 
Street, in Regina, which it uses as a head office and its 
Regina operations, 

"The deferred liability to the Saskatchewan Govern- 
ment has been reduced from time to time Hatin bogey hit 
Stands at approximately $400,000 and, with liquid assets 
of cash and victory bonds, the Company is in a position to 

| liquidate its-entire indebtedness to the Government at any 
time. 

"The item 'Investments' shown in its financial 
Statement ineludes shares in Canadian Poultry Sales Limited, 
which is a selling agency in Winnipeg, under the Company's 
control. 

"This Company controls and operates Standard Dairy 
Products Company at Weyburn, Saskatchewan, which was formerly 
2 joint stock company. The Company has operated a branch 
at Weyburn for many years in competition with Standard 
Dairy Products Company, and now operates both plants, but 


continues to use the name of Standard Dairy as an indication 
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to the public of continuation of the former company, 
Standard Dairy Products Limited, which Company has been 
Struck off the rolls by the Registrar of Joint Stock 
Companies of Saskatchewan. To the public, the Standard 
Dairy appears to be a company in aga otaeed yea with the 
Saskatchewan Souoperstive Cradinary plant at Weyburn. 

"According to the Company’s financial statement, the 
tangible net worth is shown as follows:- 


1942 - $758,124.00 


] 


1943 1, L63,'651 500 


1944 


1,585, 362.00." 


I wish to point out the change that has taken place 
since war-time operations in comparison with what existed 
befores | Continuing + /: | 

"The statements concerning the above-mentioned so- 
called cooperative companies are based on information which 
we believe to be reliable, but are incomplete, and it is 
respectfully suggested that the Commission obtain additional 
information on these three so-called cooperatives to 

| complete the records. 
"The question now arises, are these companies, 
"organized and operated on a cooperative basis", in order 
to entitle them to exemption from taxation under the several 
taxing acts? 
"In this connection Mr. H. Heward Stikeman states:- 
11, tt must be a cooperative of primary producers. 
Producers of manufactured goods ov articles are 
excluded. For example, a cooperative organized to 
buy poultry or eggs from producers and then killing 
and dressing poultry or grading the eggs for marketing 


would not qualify. 


oy 
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‘2. The proceeds from the sale of the products of its 
members must be paid back to such members on a 


a 


basis of quantity and quality (less expenses and re- 
serves). In other words, it must only act as the 
agent for the member, and must distribute earnings 
on a patronage basis. 
'3. Where supplies are purchased for the use of 
members they must be turned over to the members 
at cost (plus expenses and reserves). There must 
be no profit arise from such transactions. 
'4, The gross business done with non-members must 
not be in excess of 20 per cent of the total 
business of the cooperative. 

‘If the association fails to meet any one of 
these requirements, the Income Tax Department will 


rule that it fails to qualify for the exemption.'" 


That is why I have set out the rather detailed 
nature of the business which these companies carry on. 
Continuing: 

“Applying Mr. Stikeman's test to the business carried 
on by the three above-mentioned so-called ‘cooperatives', it 
is gubmitted that when the companies commenced processing 
products received from the farmers, or when they added 
new ingredients or altered the inherent nature of the article, 
they were not entitled to the exemption provided by the 
Taxing Acts. | 

"The facts would indicate that no so-called Dairy 
Co-operative Company in Saskatchewan comes within the test, 
and that these companies are 'cooperative' in name only. 

"Section 4 (p) of the Income War Tax Act, passed 


in 1917, provides for taxation of all corporate income 
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in excess of $3,000 at 6 per cent. Since the passing of 
this Act, increases in the rate of the corporate tax have 
been made from time to time and in 1939 the Excess Profits 
Tax was passed as supplemental to the Income War Tax Act, 
The purpose of the Income War Tax Act was to provide for 
revenue for the Government, to carry on war expenditures, 
but as the tax is based on a percentige of the corporate 
income, provisions were inserted of a nature which would 
frestrict expenditures and by such means increase the 
corporate income and proportionately increase the Excess 
fi do oy ae. Incidentally, this policy provided for a 
method of control over corporations, subject to the Act. 
AS an illustration, POO SO y. oA ea 

This ean acu). case, but the Company did not 
wish me to use the name, though I am quite at liberty to 
give it to the Commission. Continuing: 

"As an illustration, Company 'A' being an independent 
Creamery company, showed taxable profit and total tax 


for the war years 1939 to 1943, as follows:- 


Provist Income Tax 
1939 $8,916.94 $1,670.10 
1940 8,560.27 2,876.56 
1941 LO, S61 ue 4,344.45 
1942 25,975.58 12,568.07 
1943 48,499.87 37,999.87 


The same company in the six years priot to the outbreak of 
the war, namely, 1933 to 1938 inclusive, showed the following 


profit or loss and income tax: 


ae 
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ae ae Od lhe 4, Loss income Tax 
1938 ~ BOL Ols70 - 
1937 $26.63 - 560.78 
1936 - Ly 00L4 87 fades 
1935 AY gb ALY ~ 069.50 
Two 

1934 4.,591.70) years! 

inc one 
1938 yao. oo) 2y104279 te, 


"It: Ashapparentothat prior to the war the tax was not 
burdensome, and accordingly, the exemption from such tax, 
while irksome, did not provide any substantial surplus for 
tne cooperatives. During the period of the wary as the 
demend for dairy products increased, and profits increased 
eroportionstely, the corporate tax (being based in a 
porcentage basis) inereased to such proportions that in 
some years it greatly exceeded the profits permitted to 
be retained by the independent companies. On the other 
hand; in case of the cooperatives, who did not pay such 
BAe, ubteave them an opportunity of accumulating enormous 
Surpluses without any deductions for taxation under these 
Acts, until the time has arrived whon the amount of the 
exemptions has, actually, become a subsidy to cooperative 
institutions. 

"If we are to consider the amount of tioney retained 
by the so-called Dairy Co-operatives in the nature of a 
Subsidy to tho cooperatives, then we are immediately 
confronted with the fact thet such subsidy is 2 discrimination 
in, favour of cooperatives, and against independent dairy 
companies. If the ecoperatives were to distribute the 
Surplus or profits among their patrons, then there would be 
a Turther discrimination as between those dairy farmers who 


benefit by sending their produce to. the cooperatives, as 
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against those dairy farmers who do not, (and for reason 

of Location. or otherwise, cannot) send their produce to 
cooperatives. There is, therefore, the double discriminat- 
ion, firstly, as between the form of dairy company, and 
secondly, as between dairy farmers. 

"The Revenue Department of the Federal Government is 
deprived of the amount of money granted by exemptions 
which it otherwise would obtain through taxation of the 
cooperatives. In order to eliminate the discrimination, 
both as between the companies, and as between the dairy 
farmers, if the total amount of the exemptions were to be 
distributed in support of the dairy industry, and among 
the ie farmers, generally, in a similar manner as the 
2 cent consumers' subsidy on milk, or to the 10 cent 
subsidy on butterfat, then the dairy farmer as a whole 
would obtain the advantage of such discrimination on an 
equitable basis, and without discrimination one against 
the other. 

"As is indicated by the statements herein contained, 
concerning the Dairy Co-operative Marketing Association, 
very little of this surplus has been distributed among 
its patrons and as for the Saskatchewan Co-operative 
Creamery Association Limited, no distribution whatever has 
been made. The original shareholders of this Company having 
been wiped out, it now operates without shareholders, 
and without patrons, and while there is provision for patrons, 
no action has been taken with respect to the distribution 
of such surplus among them, all such surplus having been 
retained in the form of reserves or capital account, or the 
acquisition of other crenmeries or the extension of the 


business. 
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"Since cooperatives are exempt from taxation under 
the Income War Tax Act, and the Excess Profits Tax Act, 
they are not subject to the regulations issued under such 
Acts. This gives cooperatives a free hand as to expend- 
itures for advertising, repairs and maintenance of plant 
and equipment, and in extending their business; while 
non-cooperatives are subjected to strict governmental 
supervision and drastic curtailment-.in these respects. 
While these regulations are incidental to the main provisions 
of the two Acts, they do nevertheless add another discrim- 
ination in favour of cooperatives and against limited 
coOilmpanicse 

"Incidental to the freedom from supervision under 
such regulations, and freedom from taxation under the two 
Acts, large surpluses amassed are being used by the so- 
called cooperatives, in part, to pay capital obligations 
and purchase existing plants owned by non-cooperative 
companies, or from private individuals. 

"The Dairy Marketing Association Limited, Saskatoon, 
in 1937 purchased from one McIntosh, the creameries at 
Biggar and Kamsack and a cheese factory at Leroy. On 
April 1, 1941, the Company took over all the stock and 
fixed assets of Prince Albert Creamery Co. Ltd., which 
included plants at Parkside, Prince Albert, Speers, Debden, 
and Rosthern. In 1943, the Company purchased from one 
Hugh Smith the creamery at Young, and in 1942 built a cheese 
factory at Lanigan. 

"Information is available that Burns « Company, 
Limited, is negotiating for the sale of its plants situated 
in Saskatchewan to the cooperatives. This includes plants 


at Canora, Foam Lake, Kelvington, Medstead, Mervin and 
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St. Walburg. In this connection it may be stated that 

in 1944 Burns & Co. Ltd. sold its creameries and cheese 
factories in Alberta, 20 in number, to the Northern 

Alberta Dairy Pool, which is an indication of the trend 

of business expansion by cooperatives, favoured by exemption 
from taxation and supervision. 

"The Saskatchewan Co-operative Creamery Association 
Limited, Regina, has recently acquired the following plants, 
Nipawin, Norquay, Esterhazy and Standard Dairy Products 
Company, Weyburn. 

"The enormous cash surpluses which these so-called 
cooperatives were able to build up out of profits made 
during war years, and which they have retained through the 
provision of exemption from taxation, has enabled them 
to expand by leaps and bounds at the expense of the limited 
liability companies, who are compelled to pay a large 
portion of their profits through taxation in to the 
Federal Treasury, and who, through government supervision 
and regulation, are restricted in expanding their businesses, 
While tax exemptions heave placed cooperatives in a strong 
finenciel ‘position;- limited liability companies have been 
paying their taxes until such Wnt ade oun us taandyda se 
criminating taxation has reached a point where it means 


confiscation." 


And I may add, vicious fevouritism, Continuing: 

"There. exists in this province, the Saskatchewan 
Dairy Licencing Board, which has powers to control the 
granting of creamery licences. No creamery can be 
established or operate in the province without first 
having secured the necessary provincial licence. With 
the exception of the cooperative creameries at Esterhazy 


and Nipawin, and a limited licence to the Glass Dairies 
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Limited at Prince Albert, no licence has been granted 
Since 1939, 

"Having first obtained a provincial Licence, 
application may then be made for a federal licence under 
the Dairy Industry Act, without which li¢enee no creamery 
can operate. 

"The importance of purchasing an existing creamery 
is apparent when we realize it carries with it the acquisit— 
ion of a provincial and federal licence." 

That is the real asset. Continuing: 

"The restrictions on the granting of licences and 
the acquisition by the cooperatives of existing creameries 
is creating in this province conditions tending toward the 
creation of monopoly and cartels of basic food products." 

Milk, cheese, eggs, poultry -- foods that appear on 
every man's table every day of the year -- will be 
monopolized. Continuing: 

“Where a creamery is owned by an individual, he, 
too, is placed in an unfavourable position by the taxing 
acts as compared to the cooperatives, for at his death 
he is subject to succession duty which does not 2ffect 
corporations. With heavy succession duties payable to 
the State in cash, Trust Companies have reported that 
in administering estates they found cases where all liquid 
assets were required to pay suecession duties, and at 
times businesses had to be sold to meet the amount of the 
succession duty payables to the State: if no sale could 
be made, the assets had to be realized upon at what they 
would bring." 

This makes the liquid position of the tax-exempt 
cooperatives twice as effective, because they can go and 


buy those stores that are forced by taxation on to the market. 
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Continuing: 

When we consider that existing legislation granting 
oy rat taxation to cooperatives has created 
discrimination. 

"(1) As between a tax exempt cooperative organ- 
ization and a taxed limited liability company: 

"(2) As between a dairy farmer sending his produce 
tO & cooperative and one sending his produce to a limited 
liability company, or an individual operator? 

"(S) As between a cooperative organization 
Operating without government supervision, under the 
regulations of the Acts mentioned, and a limited Liabi lity 
company subject to such supervision: 

"(4) As between a cooperative organization, tax 
exempt, having large surpluses for expansion, and a 
limited liability company paying federal taxes, and 
curbed in its expansion, 
it is not surprising to find so sound an economist as the 
date Josiah Stamp state in his ‘Prinoiples jot Gaxeathon’ : 

'If the State wishes for national reasons to 
benefit or assist certain trades, I Bhink, an 
general, the worst method is by discrimination or 

differentiation in taxation.! * 

Discrimination undermines public morale. 
Continuing; 

“Discrimination undermines Public Morale: 

"Under pT'cors; im council Ps © «6255, 9965, and 9384, 
passed under the Wartime Wages Control 4£0t, a ceiling is 
placed upon wages. From wages so fixed, the employer ig 
required to deduct from each wage cheque an amount for 
income tax. Employees in the dairy industry are well aware 


that from one pay cheque, no matter how small, is deducted 
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an amount in excess of that paid under existing War Taxing 
Acts by tax-exempt cooperatives, and employees complain of 
this injustice. This sense of injustice undermines 
public morale. It makes the collection of taxes more 
GprPreuLsy 

"It is a well reoognized policy of the. federal 
government that no individual shall take advantage of war 
conditions to amass wealth. To this end, restrictions on 
wages, with deductions for income tax, and price ceilings 
on commodities, have been enacted. There are no exemptions 
for the individual, but among corporations this rule is 
violated and cooperatives are granted exemptions. Such 
discrimination creates dissatisf-ction and unrest. 

"We have shown that large sums of tax free profits 
have been made available to the so-called cooperatives 
through existing legislation for the expansion of business. 
Such cooperatives have extended their field of operation 
by the purchese of many creameries from independent 
Operators. Hvery creamery absorbed by the cooperatives 
immediately becomes tax free and the sovernment loses the 
revenue formerly received from taxation. Every such ex- 
pansion by a cooperative means a corresponding recession 
by the Revenue Department of the Government. 

"Existing conditions are undermining public interests 
and the longer they are permitted to continue, the greater 
becomes the danger of the creation of a monopoly in the 
dairy industry. This would not only destroy competition, 
but would encourage other branches of industry, throughout 
the Dominion to demand similar treatment from the Government. 
The more tax free property, the heavier the load on pat 
property still taxable. Then taxes become pyramided, until 


the burden becomes so heavy that it becomes unbearable and the 
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whole tax structure collapses. 

"During existing conditions every taxing body is 
surveying the field to broaden its tax base. Here is an 
pent cuniey of placing a tax upon 4 privileged class, 
WLLCD, CUtine ue warliscr and more ditriagult period of 
their existence, called for government assistance, and 
received it by exemption from taxation, but now that these 
organizations have expanded and become wealthy corporations, 
the time has comes when we hope they will voluntarily offer 
to bear with us the burden of income taxation, and 

"Canada is. not alone in having to find a solution 
to the problems which have arisen through granting tax 
exemptions to cooperatives, The same question was con- 
sidered by a Royal Commission in Great Britain. That 
Commission reported in part as follows: 

#554. ‘We will now consider the income derived by a 

cooperative society from the investment of its 

reserve funds. We - have already said that there 
appears to be no sound reason for differentiating 
| between reserves invested in stocks and shares 
and reserves invested in property, and -we recommend 
that the income from invested reserves should, 
irrespective of the particular mode of investment, 
be subject to tax, 
#055. ‘'We recommend in effect that a society should 
be treated exactly as a limited liability company 
trading in similar circumstances and under similar 
conditions, and if our proposals are acted upon it 
will be necessary to amend the existing law in so 
far as it confers special exemption on cooperative 


socicties. 
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#556. ‘In making these recommendations we are 

of opinion that we are not in any way enlarging 

the scope of the present income tax. We have 

not sought to widen or to narrow the conception 

of the trading profit for we think that from the 

transactions of a cooperative Society with its 

members a true treading profit can and does emerge .! 

"Now under the British Finance Act, registered 
societies, wholesale, retail and producer, and mutual 
concerns are taxable to the same extent as limited 
liability companies trading under similar circumstances. 

"If -a precedent ig required, it is submitted, with 
due deference, that this Commission might study with profit 
the report of the British Royal Commission on income tax, 

"Throughout this submission, there is no intention 
Of attacking true farmers! cooperatives. It is fully 
recognized that they and their members are entitled to 
take advantage of the tax exemptions contained in the 
existing Income War Tax Act, and the Excess Profits Tax 
acts! Lb 46 Telt that the cooperatives and their members 
will agree with us that in order to obtain a Bad awit, 
and equitable basis for taxation, there must be equality of 
treatment throughout the entire field of taxation and 
that discrimination in favour of any class violates this 
principle. 

“In preparing this brief, we did so with the 
knowledge that this Commission is not a Court of Law but a 
fact-finding body, and accordingly we are submitting such 
information as is available to us rather than taking the 
time of the Commission in an argument of the law as it 
exists, or drafting prospective legislation. We feel that 


this Commission will report on ‘facts which appear to them 
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to be pertinent for determing whnit would in the public 
snterest constitute a just, fair and equitable basis for 
the application of the Income War Tax Act and the Excess 
Profits Tax Act', and thereafter the services of the 
Department of Justice will be requisitioned to implement 
the report of the Commission. 


#A11] of which is respectfully submitted. 


Per? oS. Ph. Groscn 


Counsel for? 


Crescent Creamery Co. Ltd. Yorkton 
Glass Dairies Ltd. Prince Albert 
Hanley Creamery Hanley 
Indian Head Creamery Indian Head 
Kelliher Creamery Co. Kelliher 
Maple Creek Creamery Ltda. Maple Creek 
Mid West Creameries Ltd. Regina 
Purity Dairy Limited Regina and 
Saskatoon 
Producers! Creamery Unity 
Regina City Dairy Limited Regina 
Smellie Bros. & Co. MacNutt 
Souris Valley Creamery Estevan 


Dated at Regine, Saskatchewan, this 23rd day of January, 1945." 
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BY MR. PARKER: 
Q. Mr. Carruthers, what is your position? 
Ae Manager. 
QeoeOf. what? A. Purity Dairy Limited. 
THE CHAIRMAN: That is one of the signatories of the 
brief? 


THR WLINESS: Yos, Sirs 
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BY MR. PARKER: 
Q- Where does it operate? A. We have a branch 
in Regina and one in Saskatoon, 
Q- That is an ordinary limited company? A. Yes, 


Q. «are there any cooperatives in your area? 


Q- That compete with you? ay Less 

Q°> In what way? Can you tell us in what way their 
method of cperation has injured your company? A. They 
compete with us for the securing of cream from the producer, 
the selling of ice cream, the selling of milk, cream and 
butter to the consumer, 

Q¢ Do you think you lose Bone of your customers to 
cooperatives? «a. Their having the name "cooperative" 
beconiss a distinct disadvantage to us at times. 

% Do you know of any customers you ever had whom 


you have lost to cooperatives? A. ave 


uv 


Q- Do you know of any one that is with a cooperative 
whom you might have had? A. IL would not care to say. 

Q. Why? &. You are asking for a statement of fact. 

Q. Iam asking if you know of any such customer. 
ita gow. don vhysayr ico. Lis No. 

THE CHAIRMAN: Does your company pay taxes? 

THE WITNESS: Yes, sir. 

BY MR. PARKER: 

Q- What I am getting at is. this. Apart from the 
fact that you pay taxes, can you point to anything whereby 
you have lost a customer or failed to get one? 

4. Probably it would be better not to make a statement on 
that because it would be my opinion that it might not be 


considered accurate. 
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Q- You know of no customer who has come and said: 
"I can get more money for my cream by selling to a cooper- 
ative?" 4. No. You can't get more money by selling to 
a cooperative. 

Q.» Has anyone ever told you they go to cooperatives 
instead of you because they get a better price for their 
cream? iu. Not because they were cooperative creameries. 
There is always a discussion among farmers, because they 
have a choice of a humber of creamerios to ship to, as to 
whether the results of shipping to one are better than 
shipping to another. 


Qe You mean different limited companies? A. And 


Q But is there any suggestion that the fellow who 
ships to a cooperative gets a better price thanthe one 
who ships to a limited company? A. Not in Saskatchewan. 
THE CHATRMAN: In what way do you object to the 
competition of cooperatives, Mr. Carruthers: What is the 
| Iain criticism you have to offer? 
| THE WITNESS: In the northern section of the province 
we compete against the dairy pools, who spend a considerable 
anount in propaganda work, and in the south you have at the 
present time a number of farmers who are becoming part 
Owners of cooperative creameries. 
THE CHATRMAN: You are familiar with this brief? 
THE WITNESS: Yes. 
THE CHAIRMAN: Does not taxation bulk largely in 
Pour Oy 1 Gieiem? 
THE WITNESS: Certainly, sir. 
BY MR. PARKER: 


2+ Isn't that your main complaint? <A. Certainly. 
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de You think that taxation should be adjusted. 
A. Put us on an equal basis. 
BY MR. ARNASON: 

Q On page ten there appears a statement showing 
the profit of a certain creamery over a number of years. 
ie LOS. 

Q- From 1939 to 1943, In the second column there 
1s an emount deducted for income tax, As, Yos, 

Q. I notice that in 1939 the profits were $8,916 
and income tax $1,670, leaving a net of $7,246; and in 1943 
the profits were $48,499 and income tax $37,999, leaving a 
net position of 310,500. That would indicate that, not- 
withstanding the heavy tax, that creamery had improved 
its net position during the period? A. Very sitechtly, sir. 

BY MR. PARKER: 

Qe <Any increase in capital? A, Yes. 

Q- Will you turn to page seventeen of the brief. 

To come back to some OT GOUmeLd problems, may Ll ask whether 
you read this brief before coming here? A. Yes. 

Q- There are a lot of facts there that you cannot 
verify, a lot of ‘statements that you have no personal 
knowledge of? ie You have references to conclusions drawn 
from facts? 

Q. Pigures, for instance. Where did you get them? 
&» I will be prepared to give that information to the 
Commission. 

THE CHATRMAN: This is the time. 

THE WITNESS: I mean in private. 

BY MR. PARKER: 

Q» Take page ten, where you state: "Ag an 

illustration" -- and you go On to speak of a certain company 


whose name you do not disclose. You see that? A. YeS. 
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Q. Did you see that company's financial statement? 
Did they-make it available? «A. I have seen the report of 
the auditor of the company. 

Q- You got it from the auditor of the company? 
ue From the company under the signature of their auditors. 


Qe With the permission of the company? 


Q. In the second part of the tabulation, I notice 
that in 1936 the company had a loss of $1,601 and yet paid 
omcome tax or $71.75. A. There are times when a company 
may show a loss and yet the Government will not allow 
Certain things. In 1937, in our own company, they advised 
us that if we installed capital equipment they would allow 
it. In Regina and Saskatoon we installed a churn. In the 
Saskatoon branch we cemented it to the floor and in the 
Regina branch we fixed it with screws to the floor. The 
Saskatoon installation was allowed and the Regina one was 
disallowed because it was not a fixed part of the building. 

Q- The auditors charged something to expense and 
the Income tax people disallowed it, and the statements show 
one a profit and the other a loss, and you had to pay income 
| tax? ie YOS. 

BY MR. ELLIOTT: 
| 4¢° All these profit figures are profit figures 
| as appearing in the auditors! reports? They are not 
| necessarily accepted by the Income Tax Department? 
ize That can be the case. 
BY MR. PARKER: 
Q. Well, isn't it the case? A. it appears to be. 
Q. Turn to page seventeen. You say: “We have shown 


that large sums of tax-free profits have been made available 
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to the so-called cooperatives through existing legislation 
for the expansion of business." What have you included, 
when speaking of profits, which brings you to the point 
where you can say that there had been 2 large amount of 
tax-free profits? What do you include in the profits? 

fx. We include -- 

Qa, ot mwe but you? m, <b Aneivde any protits 
made in the net worth of the company. 

0. Anything more?, A. 4nd surplus credit, 

QO; Whatsdouyou includein, profits, when yours ay 
they make a large amount of profits? fe Any amount of 
money left, over and above, after the produce is purchased 
and expenses have been paid. 

Q. Suppose they do not purchase cream but handle 
it on dehalf,of the producers. How do you, arrive at the 
PEetLESnchere * fi. I imagine a handling charge would be 
set against the produce and if there was anything left over 
and above the original handling charge levied on the member, 
what was left between cost of opsration and the anount 
collected would be profit. 

Q. We are not talking about the same thing. Let us 
take @ Man whe produces sO many pounds of butter fat. 
oA Bh ie. 

Q. He does not sell to the creamery but asks the 

creamery to take it and dispose of it and pay him all they 
can. They do so and their handling. charges are so much. 
Tt does not make any difference how much, but it is so much, 
and there is something left over. How much of that price 
which the man ultimately gets for the cream includes profits? 
A. That practice has never been carried on in my experience. 

Oe «OU, Say -thax..in sour experience you know of no 


cases where farmers deliver milk and cream to cooperatives on 
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that basis? B57 PEMD © basis of supplying cream to them 
to be resold as cream? 

Q. Do you know of cases where farmers supply fluid 
milk on the basis’ that ‘they wihl) sell) it and pay all they 
can? Hee UVR 

9. There are such cases? As LOS» 

Q. In such cases how do you arrive at the profits of 
the creamery? Reeeihe: profit is what is Lert, 

QO. After what? As After all the expenses are 
taken out of operating the business. 

Q. Suppose the cream is sold at twenty cents a 
quart and the handling charge is five cents a quart. You say 
the company's’ profitaisiiifteen cents a eee fet NOG 

a.  Whetidis 2ttradss »Moucare: only speaking of 
delivery cost. We have one organization. 

9. IL am not talking about that, but about my imaginary 
company. i. Well, he would get back fifteen cents if 
that was all the cost that existed in the transaction. 

Q. When you make this statement that there are large 
sums of tax-free profits I want you to tell me in your own 
words what you include when you calculate the profits of 
the different cooperatives. hy fo begin: with,,the co- 
operative would have to accept the produce, would it not, 
in some: form? 

Qe You use the word accept. A&A. They receive the 
produce. They bid to purchase that produce in the open 
market, and after receiving the produce there are costs 
entailed in handling it, whether processed or sold in the 
condition in which it was received. Then they sell in 
competition in a market which is driven as high as possible 


these dsys by the seller, or as low as possible by the 
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consurier, or by other conditions. In this provinces, if 
the cost of the product bought in the open market, plus 
expenses, is less than they receive for the goods they 
must make a profit or surplus. 

THE CHATRMAN: What do you call the difference be- 
tween incomings and outgoings? | 

THE WITNESS: Profit. 

THE CHAIRMAN: Do you, when accounting, qualify the 
outgoings in any way? 

THE WITNESS: eee sure I understand what you have 
1 Mind. You are looking for a certain answer. 

THE CHATRMAN: I will take the answer you gave. That 
is enough for the time being. 

BY MR. PARKER: 

Q- On page sixteen you Say that the existing legislat- 
ion granting exemption from taxation to cooperatives hag 
created discrimination ‘ks between a dairy farmer sending his 
produce to a cooperative and one Sending his produce to 4 
limited liability company." What is the difference? Do 
they not get the same price for their milk? i In the 
case of the pool, at the end of a certain number of years 
a dividend of some kind will be distributed so that the 
producer who was then dealing with them would get that 
advantage after that period, 


2 He gets a better price but it ig delayed? 


Q- JI thought that was a little inconsistent with what 
you said a little while ago. You mean it with that qualir- 
ication? Turn to page two. You have set forth there a 
great many facts about this company. Where did you get thet 
information? Where did you get all these facts? 


A. We are prepared to submit it. 
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Q. But where did you get the joformation? 

A. Gertain information is given you confidentially. 

Q. This information which you have brought forward 
here, which Counsel has read today, was given you confident- 
WN ge A. Yos. We are prepared to submit iG put ths 
sources are confidential. 

MR. GROSCH: This information was obtained from an 
jndependent source. We got $t confidentially and could not 
receive it in any other way. If we violate that confidence 
we have broken our word, but we would like very much to get 
statements from the company itself to prove that what we 
have said is correct. 

MR. PARKER: I am testing this to see how reliable 
4¢ is and how far the Commission is justitied, in accepting 
it, okt) they, are not, justified in accepting it, then it 1s 
not helpful. You are not in a position to give the source 


of the information? 


THE WITNESS: I am in a position to give the Commission 


the source. 

THE CHAIRMAN: The Commission is here now. 

MR. GROSCH: The witness ieee privately. 

MR. PARKER: I doubt if the Commission wishes to 
receive a great deal of private information, because this 
report has te be published some day and then it will be 
public property. 

WR. GROSCH: May we subpoena a member Or aby OL 
these companies? We would be glad to have their financial 
statements to prove any item that we have set our. 

TUR CHAIRMAN: Undoubtedly you have the right. 

MR. GROSCH: I ask for that privilege now. 

THE CHAIRMAN: Will you arrange that with Counsel and 


have the subpoena issued. 
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MR. GROSCH: Thank you, Mr. Chairman. 

MR. PARKER: I suppose that what we have gust said 
applies to all the information you give about these three 
conlipanies? 

THE CHATRMAN: Are theses three companies that you 
have nentioned appearing before the Commission? 

MR. GROSCH: I don't know, 

MR. PARKER: The manager of one company is here. 

THE CHAIRMAN: The trouble is that wes are here only 
fOr: 6 limited time, 

MR. GROSCH: I wish to prove that the information is 
accurate and that you may rely WOOL 

BY MR. PARKER: 

@« Will you look at page Six, in-the firth, dine. 
You say: ‘In 1938 the properties were conservatively 
appraised and valued" at so much. Who was the appraiser? 

A. That information can be obtained and iVem Vb. Fos. ob 
cannot tell you at the moment. 

Q. It is the same source? A. Yes. 

Q- And on page eight it is the same? A. Yes; that 

| Le corroent. 

| Q- There is not much left in the way of facts, not 
: Many facts that you can substantiate? A. We believe they 
can be substantiated, 

2» it is merely a statement, I am not saying it is 
wrong, but I am trying to get Something positive. These rest 
of the argument is based on the assumption that these general 
facts are true. 

MR. GROSCH: The witness ig today swearing to the 
accuracy of the statement, but he is not giving the source of 


the information. He ig verifying the accuracy of the statement. 
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BY MR. PARKER: 
Q. Are you prepared to say that the statements set 
forth in that brief are true? A. JI am. 
Q.- And that applies to all of them -- that they are 
statements of fact? ae TLOe. 
BY MR. ARNASON;: 
Q- Would you be good enough to look at the second 
paragraph on page eleven, where you say: "If the coopera- 
tives were to distribute the surplus or profits among 
their patrons, then there would be a further discriminztion 
as between those dairy farmers who benefit by sending their 
produce to the cooperatives, as against those dairy farmers 
| wio dO not." ‘Do you care to offer an opinion on this 
question which I am about to put to you: Assuming that 
those who Ship to the dairy ccoperatives receive ultimately, 
as a result of the distribution of these dividends, a higher 
| price for their product than is paid to some shippers who may 
ship to privately owned companies, one way to iron out any 
inequality that may exist would be by means of personal 
income tax on those same shippers? Would you care to offer 
an Opinion on that? It is a difficult question, I know. 
A. lt is exceptionally difficult. It seems to me that 
one answer to the question would be that if they were all 
on an equal basis everyone would be certain of having paid 
~ on the same pro rata basis; but unfortunately, under presently 
existing Acts, it is impossible for the two to be on the same 
basis. Therefore certain conclusions are drawn from the 
facts. 


Q- I was just referring to income tax as applied to 


personal income, A. Yes. Your question was whether a 
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person receiving dividends from a cooperative should not 
pay those takes? 

Q. To iron out any inequalities that might exist as 
between one class of shippers and another. he - “The Oily 
answer would be that if there were no taxation of any 
corporation all taxes would be taken in the hands of the 
individual. I believe the Commissioners are trying to 
determine what the Government's positicn is in the matter. 
Each person has an opinion, and I don't profess to say 
what amount of additional income would come into the hands 
of the Government by taxing the individual instead of the 
corporation. 

BY MR. NADEAU: 
Q. Have you any idea of the total business done by 


the cooperative associations in this province? Biv “NO. 


Q. These three in particular? A. LL should imagine 
that these three would do in the neighbourhcod of sixteen 
or seventeen millions a year net sales. 

0. What would thet be compared to the business as a 
whole -- approximately? A&A. Anything I could tell you 
would be sheer guess. The others might be somewhere in 
the neighbourhood of half the amount done by these three 
companies or maybe more. JI should imagine about half, but 

I am probably quite wrong. 

Q. Are there many sales of creameries between indepen- 
debt operators? A. To cooperatives? 

Q» Betweenone another? A. There have been two or 
three in the last four years. 

BY MR. ELLIOTT: 

Q@- Will you look at page fifteen of the brief -- I am 

not asking this question to test you out but for information. 


There is an argument there to the effect that heavy succession 
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duties may cause a private business to be sold for what 

it will bring, the implication being that it will realize 

a loss. In the creamery business in the last few years, 20 
you know of any such cases? ae ONL. Gone; 

‘Qe You do not know of any particular cases? 

A. No. We are talking of the general situation. 
BY MR. PARKER: 

Q Does the Public Utilities Board fix the price of 
cream if this province? A. The Milk Control Board does; 
they set the price of cream for fluid consumption in the 
homes. But when you speak of cream I assume you mean for 
Dutter making purposes. 

an BeOS yo Ae cdon oh knew, 

Q- You speak of the acquisition of provincial and 
federal licences. Are these licences transferable from one 
vomehe;: other? © lL thought they had to be surrendered and the 
new owner get his own licence on his own merit. A. The 
practice has been that if you want a licence to go into 
business you must buy an existing company. Anyone who has 
bought an existing company has been able to get the licence. 

Ye The transfer of licences does not make much difference’ 
| A.» The business is always bought on the basis of getting the 
licence. 


THE CHAIRMAN: It is not much of an argument. 


THE WITNESS: The only point of the argument is that 
inasmuch as these two creameries have existed for some time, 
and there is not much likelihood of any more existing, the 
licence board stops the building of new plants. 

BY MR. ARNASON: 
% At the bottom of page sixteen there is a reference to 
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Control Act, and you say that a ceiling is placed upon 
wages. Then you go on to say: “From wages so fixed, the 
employer is required to retin from each wage cheque an 
amount for income tax. Employees in the dairy industry 
are well aware that from one pay cheque, no matter how 
small, is deducted an amount in excess of that paid under 
existing war taxing acts by tax-exempt cooperatives, and 
employees complain of this injustice," Can you offer any 
further information on that? I am not clear as to what 
is meant by that. &. When you receive your remuneration 
there is a deduction for income tax. That is true of our 
emp loyess’. 

Q. Do you suggest that that method is not followed 
in the case of the employees of cooperatives? <A. The 
suggestion is that the cooperative organizations do not 
pay as much as one individual in this room in a year in 
income tax. 

Qj. Cooperative employees? A. No; but the eompanies. 

BY May. BLELOPTs 

Q. What has that to do with employees? A. Take an 

employee who has been paying income tax for some years. If 


| he steps into a more responsible position, as they often do 


today, he finds he is paying more. Our employees are 
competing against cooperative organizations at all times and 
are quite aware of the fact that cooperative organizations 
do not pay income tax, and every time the employee has in- 
come tax deducted from him he says to himself, "Here's a 
funny thing; why should I pay income tax and yet a certain 
group of corporations are not in that position?" 

Q. He feels it is unjust that he as-an individual 


should pay a tax and a corporation as a concern does not? 


Aye OS. 
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THE CHATRMAN;: Wages, as between your company and the 
cooperatives, are the same? | 
THE WITNESS: Very nearly. Our wagon drivers and 
Salesmen receive practically the same but there are key 
positions where there are variations, higher in the coop- 
eratives and lower in ours or vice versa. 
BY MR. ARNASON: 
Q2- Do you not think the employee of the cooperative 
night have the same feeling in regard to the matter? 
A. I have no doubt he has, 
Qe Do you know? Ae Ican'’t speak for hin. 
BY MR. VAUGHAD; 


Qi Look at page fifteen. You say: ‘Where a4 creamery 
is owned by an individual he, too, is placed in an unfavour- 
able position by the taxing acts as compared to the co- 
operatives, for at his death he ig subject to succession 
duty which does not affect corporations." Was that word 
"corporations" meant for cooperatives? Ae Yes. 

MR. GROSCH: Limited liability companies ag well as 
cooperatives. It should be “corporations as a whole”, 
According to the Financial Post Of Saturday iast, > tie 
Ives Commission dealt with that. Aman had plowed back 
Mas prorits for years and then he died, and the income tax 
inspector comes along and says to the estate, “You have 
plowed this back and it is all profits.” When they try to 
get enough to pay income tax over past years they may fina 
that they have plowed back 75 per cent and they will have to 
sell the business, because for every $100 they get the 
Government gets $50. Thig makes a man more vulnerable to 
any suggestion about selling out. He has to Sell out and 
there is only one purchaser on the horizon and that is the 


cooperative, with its large surplus accumulated through 
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savings on income tax. The others are a prey to the huge 
cooperatives who have these surpluses. 

MR. VAUGHAN: IT could not understand the application 
of this particular sentence because it speaks of the 
individual “ag ees to the cooperatives." 

MR. GROSCH: The individual is in a somewhat different 
position from the corporation, We have individuals in the 
dairy business and I wanted to cover the whole field. He 
does not escape, because you get him when it comes to success- 
ion duties. 

MR. VAUGHSN: You are speaking of cooperatives as com- 
pared with corporations. Is there a distinction between a co- 


2 


Operative ans a corporation in so far as succession duties 
are concerned? 

MR. GROSCH: AIL corporations are on the same basis. 

MR. VAUGHAN: Then "corporations" include cooperatives? 

MR. GROSCH: Yes. 

MR. THORVALDSON: Before the Commission eacdjourns, Nags 
Chairman, may I ask Mr. Turner a question. He is here. 

THE CHATRMAN: Very well. 

MR. THORVALDSON: I was asking you this morning, Mr.Turner, 
whether, under.the Saskatchewan Income Tax Act, any taxes 
were paid by any cooperatives in this province. 

MR. TURNER: In answer to that question, I may say that 
the revenue division informed my Secretary by telephone that 
no cooperative in this province has been taxed under provincial 
income tax laws, except cooperative wheat producers. LI have 
taken the liberty of talking with them end they will deal with 
this matter in the presentation of their own case, 

MR. THORVALDSON: But do they say that there was taxation 
of cooperative wheat producers? 

MR. TURNER: Yes. 

-= The Commission thereupon adjourned to meet again 


on Tuesday, January 30, at 9.30 a. m, 
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3- 1185 -1183- Tuesday, 
January 30, 1945. 


The Commission met at 9.30 a. m., Mr. Justice 

McDougall presiding. 
MR. PARKER: I had proposed going on with the dairy 
co-operatives this morning, Mr. Chairman, but Mr. Gooding 


is not here and therefore I suggest that we take up the 


brief to be submitted by the Regina Board of Trade. 


The Regina Board of Trade 

MR. THCMPSON: The Board of Trade have asked me to 
appear as counsel to present this brief on their behalf 
and I am hoping that there is nothing controversial in re- 
gard to the facts. It is based primarily upon documents 
or instruments which I think will be accepted, with one or 
two minor exceptions. 

I can follow one of two courses if it meets with the 
approval of the Commission. I take it, Mr. Chairman and 
gentlemen, that you each have a copy of the brief and will 
read it, and I can make observations in regard to the diff- 
erent paragraphs which can be taken down in shorthand with- 
out the necessity of my reading the brief itself, The 
brief is divided into a number of sections -- four or five 
ef them -- and 7] could read the sections and then follow 
with observations after the reading of each section, or I 
might indicate in a word or two the nature of each section 
and make comments upon it. 

THE CHAIRMAN: That possibly might be the better way. 

MR. PARKER: With this reservation, that if there are 
present any interests who would like to go into any subject 
matter in greater detail they might indicate just where they 
would prefer to have the brief read at length. It is 
important that everyone here should not only hear what is 
read but be acquainted with the contents of the brief as a 
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THE CHAIRMAN: Does anyone wish to have the brief read 
in full? No one appears to wish to have it read in ali: 

MR. THOMPSON; Perhaps I might read the introduction 
and then speak to it, and after that I can state what the 
headings are and rake my commentary as I go along. The 
introduction reads: 

MiNi e ys 

The Chairman and Members of 
The Commission on Taxation of Co-operatives. 

"Mr. Chairman and Gentlemen: 

"Introduction. 

"The Regina Board of Trade igs really 4 czoss section 
of the business, industrial and professional Life of Regina. 
The activities of its members are so diversified that it is 
sometimes difficult to reconcile their conflicting thnperests., 

"The matters which your Commission has been asked to 
stucy, however, are of the greatest importance not Orby aa 
everyone engaged in trade and industry, but also to tax- 
payers in every walk of life. Our Board has, therefore, 
decided that these matters are of such transcendent import- 
ance that we should set forth the views of the mayorrvyy oF 
our members. 

"it the outset we wish to make it clear that we are 
not opposed to the principle of cooperation or to co- 
operative associations or mutual companies as a form of 
business enterprise. We believe that in a democracy, such 
as ours, individuals have a perfect right to carry on any 
legitimate business in any way and under any system not 
contrary to law. In like manner we feel that every one in 
the community has an inherent right to freely determine for 
himself with whom he will do business, 

"We are strongly of the opinion that those engaged in 


trade or industry should have the right to carry on their 


‘ 


* 


we 


o- 


ie 


ys 


« 


QB. fi itha hos 


-i 159 


-1185- Mr. Thompson 


businesses on an equal footing with their competitors. 
To grant concessions or favours to certain types of business, 
which are denied to their competitors, is as unfair and 
objectionable as any other form of discrimination. . This, 
therefore, is not a brief against cooperation; it is rather 
an appeal for common sense and fair play in matters of 
taxation."™ 

4s I point out in the introduction, the Regina Board of 
Trade is a cross section of the business, industrial and 
professional life of the city. The activities of its members 
ere so diversified that it is sometimes difficult to recon- 
cile their conflicting interests. The total membership of 
the Board of Trade is 796 including 50 representatives of 
cooperative institutions. Of these, 9 belong to the senior 
Board of Trade and 21 to the juniors. In other words, the 
membership is divided into two groups, dO representing Co- 
operatives and 766 representing the professions and business 
and industrial life. 

There is no means of getting together 900 people so 
as to have them prepare a brief. Representations were con- 
stantly made by members tc the council to do something 
about presenting a brief to this Commission. They were loath 
to do so, but finally after two meetings of the council, which 
has 23 members representing in the main a cross section of 
all these diversified interests, it was decided that a 
brief should be presented, the demand being so insistent. 
Having come to the conclusion that we would make represent- 
ations, the council met and gave instructions as to what 
they wanted in the nature of a brief. A special meeting 
was held to consider the fundamentals and then the brief 
was drafted and read clause by clause at another meeting of 


the council, and it was redrafted by a committee of three to 
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give effect to the suggestions made. 

1 have bsen asked to present the brief. You will 
understand why I say in it: “Our Board has, therefore, 
decided that these matters are of such transcendent im- 
portance that we should set forth the views of the majority 
of our members." The majority is quite: substantial, re- 
presenting practically 766 members out of 796. 

I do not intend to take up the time of the Commission 
by emphasizing unduly the increase that has taken place in 
taxation. In days gone by, when taxation was not so 
onerous, there was not so much opposition to the exemption 
of cooperatives, but gradually, as the increase in taxation 
has become more and more oppressive in the war years, 
naturally there has been a growing demand that attention be 
Ziven to this subject. The source of the short tabulation 
at the bottom of page two is a handbook got out by the 
National War Finance Committee. 

THe Clelnwen: You Might pub tat in. 

MR. THOMPSON: I think it might be just as well to read 
that part of the brief. Continuing: 

rinereage in Taxation. 

"Year by year the amount of money required to support 
Canada's war effort has increased by leaps and bounds. 
Existing taxes have been increased and new taxes have been 
levied, and the amount now raised by taxation far exceeds 
the amount which anyone in times of peace had dreamed could 
be raised by the Dominion of Canada for any purposes or 
nd 6s any conditions, and the end is not yet in sight. 

"According to the tables supplied by the National 
War Finance Committee in connection with the Seventh Victorv 


Loan, the following is a summary of the amounts which the 
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Federal Government has raised by taxation during the follow- 


ing years: 


Year ending March 31/1939 499 millions 
¥ ? 1? /1940 535 v 
) 59 ‘f /1941 857 af 
fl " fr ./1948 1469 =O" 
" * , /1943 2202 m 
‘ ‘ é /1944 (estimated): 2659 " 


"To obtain these increasing amounts Incone Taxes 
assessed against corporations (other than cooperatives) 
have been successfully inereased and now Income Taxes and 
ixcess Profits Taxes are together taking from 40 per cent 
(or 50 per cent for a company earning less than $5,000) to 
SQ per cent of all of the income of such corporations." 

I wish to emphasize, what is undoubtedly the fact, 
that so far as the Board of Trade is concerned it has always 
been quite sympathetic to the cooperative movement, and the 
cooperatives in this city will be the first to recognize that 
the Board has on various occasions, repeatedly, gone out of 
its way to render assistance. We are not here tc damage the 
cooperatives. The majority of the members of the Board of 
Trade feel, however, that there should be equality in the 
burden of texation, 

In the next section we try to develop briefly the view 
in regard to equality in taxation. We point out that every 
business which makes a profit should carry a fair share of 
the cost of taxation. I cannot stress that too strongly, 
but I pass on now rather hurriedly because I am sure that 
this particular section forms the burden of All the 
representations you have had in your hearings. 


Coming to the next section, dealing with the growth of 
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cooperatives, I have special knowledge of the facts there 
outlined, inasmuch as I was born in that part of the country 
atv Wolsley, which is on the outskirts of the territory in 
Which this movement had its birth. Mr. Arnason can no doubt 
tell you a good deal about the history of the cooperative 
movenent in that district around Indian Head, Sintoluto 

and jbernethy, where the Motherwells, the Partridges and 

the Thompsons -- to mention a few of the names with which 

it is especially associated. -- formed the nucleus of the 
Group that originated the whole idea. I was a student of 
tow in the office of Thompson and Kennedy for about three 
years from 1905 to 1908, I ran for that firm a little branch 
office at Sintoluto where we gave advice to that Groupe 

My father -- if I may be pardoned a personal reference -- 
was afterwards member for the constituency, and at the 

time of which I speak the movement was just starting Up, 
trying to make its voice heard -- a voice Cry ine in tie 
wildnerness, 

4S Mr. Arnason knows, these pioneers set out on their 
journey under the STeauest difPiculties,. The group was a 
small one exploiting a new idea and Svery step it took had 
to be very carefully thought out if they were to get con- 
cessions which would enable them LO Carry ‘on, 

L°Ghink I Gan safely say that there was a virtual 
monopoly on the part of the elevators and to break it up 
these pioneers had to create a favourable opinion, first 
among the farmers and then among the rest of the community. 
Gradually, however, after persistent agitation and not a 
little fighting, they managed to get their rights recognized, 

it that time, if they went to a railway station wishing 
to get a car in order to ship some hay somewhere there was 


no trouble} they could get it. But the moment they asked for 
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6 car GO ship grain they met with difficulties. They could 
not get it, and that led to a long fight. Finally they 

Were I2Vean (one, TAaeht 0.have a car on the siding; but, 
having obtained that right, the question was -- could they 
ship it to a terminal point of their own choice? When they 
organized the Old Grain Growers Grain Company and got a 

scat on the Exchange they were deprived of it because they 
paid patronage dividends, and again there was agitation. 

it length they got sufficient support to induce legislatures 
to coneede the rights which they now enjoy. 

Out of these, small,peginnings, as I have tried to de- 
velop at some length, there has grown -- speaking first of 
all of the producers movement -- a great industry which is 
on its way up. It has fought its way from the time when 
there was no preferential treatment in the matter of taxation-- 
because they started in 1905-1906 and taxes did not become a 
meaventoal factor until 1919, by which time success had been 
assured.. 

There has been a tremendous growth, and that growth 
was taking place in a period when there were no benefits in 
the way of special treatment in connection with income tax 
and excess profits tax, since, there was none in those days. 

The years of depression, we hope, are now a matter of 
history. There has been a real change. During the drought 
period the farmers were under a terrible strain, and those 
who have not been going through the country as I have do 
not realize the nature of it. But the last few crops have 
been good and there has been a considerable reduction in debt 
by legislative process. The evidence of the changed situation 
is seen in the fact that men are now buying land for cash 


at good prices. 
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If you are in business in this country today and are 
familiar with the facts you know that the farming community 
has never been in a better position than it is in right 
row AT Tal Speaking of farms where a few years ago there 
was nothing, 
There is an intense fervour behind the cooperative 
“ovement in Saskatchewan. The agricultural community is 
its ee supporter, thoroughly behind the Pline ole or. 
cooperation; and now that the farmers have money it is an 
easy Matter to start cooperatives, It is spreading to the 
cities, there is 4 growth in the city of Regina.in the: cox 
operative movement, and it has Support from the populace. I 
have taken from Mr. Arnagonts report for 1943 the table you 
sec on page six. That appears at Pege 100 in the report 
for the twelve months ending April) 30, 1945, which I have 
Prods (“wef ate ‘the SUUrCes From Ga5 Fo Loa. They are 
excellent reports. 

I do not think I need labour the Significance of the 


fact that Saskatchewan Pool Elevators Limited, during the 


year 1944, operated 1,089 country elevators, having since 
then purchased or constructed others; and Saskatchewan Pool 
Terminals Limited in the satlie year operated four terminals 
and owned another terninal at Buffalo, which was operated 
under lease by Superior Ce Co peeked on: The report shows 
that Saskatchewan Pool Elevators Limited handled 42.84 per 
cent of all the grain delivered in Saskatchewan and 24.95 
per cent of all the grain delivered to country elevators in 
western Canada. No one can say that that is not a gigantic 
institution, 

iti Ls nots however, so prevalently recognized that th- 


retail organization has made tremendous strides, as will be 
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seen from the over-all picture giving the growth from 1914 
and on through the years. 

in 1914 there were only 102 associations and by 1942 
that number had increased to 674. But what is more to the 
point is the fact that the number of members had increased 
from 2,350 in 1914 to 83,269 in 1942, and that growth has 
been continuing since 1942, The statement I have given on 
page six brings it down to 1942. .That number of members, 
however, really represents families and not merely MenverSs, 
because when a farmer joins up as a member you have his wife 
and children and the hired man so that this represents 
approximately half the-population of Saskatchewan in 1942; 

I want to be fair about this. Mr. Arnason would no 
doubt have some diffiemlty figuring out how many families 
are represented by the number of members given in the table. 
Take the Co-operative Funeral Hone in Regina, for example. 
There might be a few members of that who are members of the 

coperative store on Albert Street, and I would not like to 
be in the position of representing, in spite of Mr.Arnason's 
accuracy, that that actually represents the exact number of 
members, because there may be some duplication. However, 
the growth is so startling that one must recognize that a 
very substantial proportion of the people of Saskatchewan 
are behind the cooperatives alrcady. 

It is true that Saskatchewan is not the largest province 
in the Dominion, but it is not the smallest; and when you 
have an organization which has behind it such an enornoug 
proportion of the people, you can understand that from the 

scvandpoint of taxation the question is an increasingly 
important one. 

I suggest that you look next at the corresponding increase 


of sales. Under the heading "Total Sales" you will see that 
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the Low point was reached in 1938 when the total sales 
anounted to $1,715,000 odd. By the end of 1942 they had 
risen to. $11,725,000. But the important point which I 
Wish-to make clear to you is this -- and there is sufficient 
evidence to support me in this statement. You know that 
BuereAWwers quotas lnm effect in 1942 and farmers could not 
delivex eicbiopedt.crains,, 2. good deal of iG was not deliver= 
ed until the end of 1943. The year 1942 was the first 
really big crop we,had but. the, effect of it had not been 
Telt at the end-of that. year. lif we had the record for 
1945 and 1944, I feel sure Mr. Arnason would bear me out in 
moe OSsercion that.there. has been an increase since then. 

Next you) see, that the net. surplus has increased from 
$17,000 odd in 1931 to $897,980 in 1942, an increase of 
Oo, V0O. Der cent, which obviously could not. have taken place 
unlecs there nad. beon ax excuption. 

In his reports Mr. sarnason properly points out that war 
restrictions have very materially limited that increase. 
Let me give, a warked example. One of the most energetic 
and succsssiul Dranches,.of the cooperative movement, from 
the manufacturing point of view, is the Consumers’ Co- 
operative Refineries. The Oil Controller's regulations 
absolutely tis,.the..outlet to the distributor. I know, .be- 
cause:.l represent certain oil companies, and they tried 
boein wery best in every way to expand. But: it cannot be 
done... Once the retail outlet is tied up to the distributor 
it is with the greatest difficulty that he can possibly 
change, and Mr. Arnason has repeatedly pointed out in these 
reports that there is but a limited expansion. possible 
under these conditions. You cannot expand as you like with- 


out getting a licence from the Wartime Prices and Trade 
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Board, and if it were not for the war-time restrictions 
that growth would have been very much greater. 
MR. PARKER: While you are dealing with that table 
on page Six, where you point out the growth of total sales 
of cooperatives, have you any information to show how the 
total sales of Honstedpesucies business increased in that 
period? 
MR. THOMPSON: In the time at my disposal I could not 
set that, but it was not anything like this. It was 
infinitesimal compared with this. 
| MR. MILLIKEN: Is it not also a fact that in 1933 there 
were thousands of farmers in this province living on relief 
and therefore the purchases were less than in 1942? Would 
that not apply to non-cooperatives as well? 
MR. THOMPSON: It would apply to both. The TreLrer, ny 
Jearned friend will admit, was generous enough, and when 
| you consider that the Dominion Government put out $209 ,000,000 
in those drought areas in Saskatchewan alone, I would say 
that there was store after store which was almost wholly 
dependent upon relief orders. But they were doing a pretty 
substantial business, and both cooperatives end non- 


cooperatives could carry on. 


MR. MILLIKEN: But you are not suggesting that at that 
time these people were spending as much money aS in 1942? 
MR. THOMPSON: No. That is my argument. The crops 
were coming in and there was an increase, and the increase 
nas been greater in 1943 and 1944 than in 1940 and 1941. 
MR. MILLIKEN: And you do not think that the non- 
| cooperative business was increasing between 1933 and 1942? 
MR. THOMPSON: I am speaking about these. I say there 
has been an enormous increase, and the increase has been 


far greater than in the case of the ordinary independent 
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trading company. 
MR. MILLIKEN: What do you base your opinion on? 
MR. TROMPSON: I did try to get the facts but 1 sould 
not get them authoritatively and I would not bother taking 
them, but the percentage is infinitely less than this. l 
am sure the Bureau of Statistics could easily give the 
facts to the Commission but I am not dealing now with a 
comparison between cooperatives and non-cooperatives. I 
an simply stating that this movement is growing, and the 
| evidence of that appears right in that first table. My 
tearned Ifiend refers to 1955; but if you go back) to F750 
you will find that there were 271 associations with a member- 
Ship of 16,534, whereas in 1942 that number had increased 
to 674 associations embracing 83,269 members. But Saskatchewan 
bes MOU vocressoq in population; on the contrary, we ere 
sending workers to factories in the east by tens of thousands, 
and it is common knowledge that Saskatchewan has lost 
population and will probably have a smaller membership after 
the next redistribution. 
Mie SLOT: Lm trying to Bet a rough Idea or trences, 
it is well to compare one peak with the next. In the 
| figures of total sales you show that in 1920 they amounted 
to $7,000,000 odd and in the next peak, in 1942, which 
probably is not the highest, the figure is $11,000,000 odd. 
Taking that as a rough indication of the trend, you have an 
increase of a little over 50 per cent in twenty-two years. 
MR. THOMPSON: Yes, that is quite true; but I have 
| seen figures set out ina graph, starting in the year before 
the war, giving the increase in the cost of commodities, and 
the inflation was far greater from 1918 to 1920 than in all 


the years of the war. 
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MR. ELLIOTT: There was a substantial drop in prices 
et bor 1920. 

MR. THOMPSON: Yes, 

MR. ELLIOTT: And there wag another substantial drop 
in the thirties, and there had been some rise in prices, 
as you mention. 

MR. THOMPSON: Yes; but the material Tact is the total 
number of associations. The population in Saskatchewan 
has not increased for sone Years, Gnd yetvtne number jot 


associations is rapidly increasing, and ‘so 4s the membership. 


| The benefits of the big crop of 1942 were not obtained in 
1942, [I am interested in a number of farms and I found 
there were very few men on those rarms’ that got out five 
bushels to the acre at the ena of 1942. On sone farms I 
was interested in there wags grain lying out in piles for 
which storage space could not be obtained, It was on the 
ground and that was not sold until well on in L943, 

On page eight I have given a table with regard to the 
Shares of the old Sasketchewan Co-operative Elevator Company 
Limited. For that information I went to the manager of 
the Canada Permanent Trust Company, the company which 
completed the LVourcabion of “the Saskatchewan Co-operative 


tlevator Company. He gave me a memorandum of which that 


is a copy, along with the liquidator’s eighth distribution 
report dated Regina, August iy L954, 20% “out by the 
Saskatchewan General Trust Corporation, which was the 
liquidator. The par value of the company's shares was 

$50 and a person who subscribed an D911 “paid $7.50. Hach 
year with one or two exceptions a dividend of $3.00 or 

40 per cent of the paid-up value or 6 per cent of the total 


par value was paid in SHares, “SO that a person by investing 
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$7.50 received $151.87 in the span between 191] and 1924. 
MR. MILLIKEN: Mr. Thompson is talking about a company 
that was bought out in 1926 and you will find, Mr.Chairman, 
when the Wheat Pool submit their brief, that they deal with 
that company and point out that it operated as an ordinary 
joint stock grain elevator company. That is why the farmers 
bought it. It was making profits when the grain trade was 


| making profits at that time. It was an ordinary joint 


stock company carrying on business to make profits. 

| THE CHAIRMAN: That is what it would appear to have 

| been, from the statement on page eight. 

MR. THOMPSON: It was a farmers’ organization organized 
| by farmers for the benefit of farmers, and it was run by 
farmers and met with all the opposition that any cooperative 
would meet from the recognized grain trade, and it was 

: successful, 

MR. FRANCIS: I happen to represent a large group of 
cooperatives, Mr. Chairman, and at this stage I wish to speak 
to a general point of procedure. All the way from Vancouver 
I have been suggesting very respectfully, to your Lordship 

and to the Commission, that we shall get into great diffic- 
ulties if we are to be given general statements unsupported 
by evidence. This morning we have an illustration of that 
kind of thing. With great deference to my learned TULEN Cet 
suggest that if we are to have a lot of statements of fact 
put before the Commission evidence should be adduced from those 
most competent to give the facts, instead of having general 
statements submitted which have been received from someone 
else. So that on behalf of the cooperatives I represent -- 
quite a large group -- I respectfully suggest that we follow 
the procedure laid down by the Commission yesterday afternoon. 


A witness should be called who knows the facts, and after he 
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has made his statement he can be cross-examined. It makes 
a great difference to the cause so far as the Press nis 
concerned, because these statements go right across Canada. 
We On our side are trying to Sive Vou the Pacts, and those 
representing opposing interests should do the same. 

THE CHATRMAN: Do you propose to bring anyone in 
support of your brief, Mr. Thompson? 

MR. THOMPSON: No, Mr. Chairman, 

MR. FRANCIS: You See the force of the objection, 
My Lord? 

MR. THOMPSCN: I see the force of it, but the Commission 
has asked for submissions. 

THE CHATRMAN: Your submission will remain, Mr.Thompson, 
subject to the objection made by Mr. Francis and others; 
but without support, the facts are not established, 

MR. THOMPSON: But these documents are themselves 
evidence, I submit, Mr. Chairman. First of ally sOUfar as 
these reports of Mr. Arnason's are concerned, they are 
printed by the King's Prine Saskatchewan, and surely they 
Speak for themselves. I am drawing an inference from them, 

THE CHATRMAN: We are Speaking of the table on page 
elghG or the brief. 

MR. THOMPSON: Surely my learned friend does not want 
me to go to the trouble of calling Mr. Styles. 

MR. MILLIKEN: That company was not a cooperative in 
the sense of paying patronage dividends. It ran directly as 
a private concern and it was because it was Operated anh Ghat 
way that the cooperatives bought it out. It is now conducted 
according to the cooperative method of Operation. 

THE CHAIRMAN: Your objection is on the record, Mr. 
Milliken. 


MR. THOMPSON: All I want to point out is that as 
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regards any statement that is made here, I checked it up 
before approving it or agreeing to come here. I checked 
this myself by going to Mr. Styles, the manager of the 
company. 


THE CHATRMAN: The objection is noted. 


© 


MR. THOMPSON: May I ask you now, Mr. Chairman and 
gentlemen, to turn to the bottom of page eight. I am GLY Lie 
to develop the fact that these farmer organizations, whether 
bhey are retail or marketing or manufacturing, have made 
tremendous strides, and the statements at the bottom of 
page eclght merely indicate that the Saskatchewan Wheat 
Proicsrs Limited, has established itself as predominant 
in this particular field “in this province. According to 
the report I put in, the twentieth annual report issued 
by the company, which I presume my learned friend will not 
object to, it appears that Saskatchewan Pool Elevators 
Limited owned and operated 1,089 country elevators in the 
past year, as I have already pointed out, while it operated 
four terminals and owned another at Buffalo. In spite of 
the fact that war-time restrictions in the matter of the 

| allocation of cars handicapped the movement of grain, they 

| still handled cver 140,000,000 bushels of erain delivered 

at country elevators, or 42.84 per cent of all the grain 

delivered in Saskatchewan and practically 25 Der Gent of 
all the grain delivered in western Canada, in the whole of 
the three provincese 

The report sets out clearly -- I have given the pages -- 
that in a few months some of the restrictions were removed 
and handling was stepped up to 49,5 per cent. It is 
apparent from the report that the association definitely be- 


lieves that once war-time restrictions are Litted 16 will 
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handle a great deal more than that. Consequently, therefore, 


it has established itself, and I am submitting that there 
should be no special favours. We are not asking that the 
pool should be taxed any more than we are asking that the 
companies should be relieved. 

OW ere Vou boo at 46? TF you can find any method 
by which two or three of these organizations can do business 
on the same plane without discrimination, all well and good. 
We suggest to. you respectfully, Mr. Chairman, that your task 
is to find some way whereby there shall be no discrimination 
eo Tevour of Sither class, 

With regard to the question of the effect of taxation, 
I do not think I need to go into that very fully because I 
hope the brief speaks for itself. It is obvious, when you 
take the Pool's statement and find that in the season of 
1943-44 it was able to make a refund of what they call excess 
charges of $5,800,000 odd, that there is a tremendous 
profit being made -- and I say profit advisedly. Here is 
the situation. They take grain from anyone who wishes to 
put grain in the elevator. First of ely Cie Pood, sea 
corporation. In chapter 180 of the Revised Statutes of 
Saskatchewan, you will find these organizations -- whether 
retail distributors or cooperative associations Or co- 
operative marketing associations -- expressly declared to 
be so; and therefore, if a corporation is dealing with the 
farmers, members and non-members alike, taking grain and 
handling it, there is no difference that I know of in the way 
in which they handle the grain. They take the grain from the 
farmer, put it through the elevator, ship it and make an 
initial payment the same ag any other elevator, and they do 


have a surplus. 
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at the present time where everything is put through 
the Canadian Wheat Board the situation is somewhat different 
from that which prevails in normal times where the grain 
is sold on the open market. The conditions may be different, 
and you may have a point where there are two elevators in 
open competition. There may be keen competition between 
buyers; they may be over-grading. Everyone knows that has 
been one of the trounles all through the trade. There are 


| various combinations to be taken into account. 


| First of all you have a corporation dealing with the 
public in practically the same way -- so far as the taking 

and selling of the grain is concerned -- as any other elevator 
company, anc anything they make out of that wheat, whether 

| you cal) iat surplus OF NOt, Ws “Surely prorit, 

Then when you come to the retail store or distributor, 
or the retail association, what do you find? I was walking 
down Albert Street the other day and I saw a nice box of 
apples in the window of a cooperative store. I walked in 
and bought some apples. When I went to the counter to pay 
for them I was asked whether I was a member and when I said 
"no" -= well, I did not share in any patronage dividend. 

| MR. FRANCIS: If I may say so with respect, my learned 
friend is confusing the functions of counsel and witness, 
THE CHATRMAN: This is not a court, Mr. Francis. We 
are trying to get information, and the personal experience of 
Mr. Thompson might be of use. Anyone else might say that. 
MR. THOMPSON: What I am trying to point out is that 
when they come to make up the accounts, and when they talk 
about patronage dividends, there are many people in Regina 
who are buying goods and any profit on the sale of a box 


of apples such as I bought accrues to the membership. Another 


E . - 


pg sah eae 


a. 


ete ee 


s 


7 Fr . A. ¥ ° *> Re 
ty 7 . ao 
. r ‘ : 11 
I vied Z aes er 
aS os ee Pr era 


2 Th i 
Oy re) y ma ball 4 
4 oa Fi 
yy Fy he penta coe . 5 A s * zy 7 
ee aie = ry a . - Pa. 7 
+ an et tk kas La ‘ i 
; 
i + aie A 
abe Tat 7 . % . 
Fe) re s) - i “ i 
7 af} - wn te A ig Pe “J A 
- ‘ MF i nny fo. Pal Na Uy } 
; ‘ 
. « . a « > 
i ‘ Lo ; 5 fy : feat as 
75 ee 4 + . r ‘ 7 “ae ea | <7 
P iy" % were «411 ; re ¥ a i- 4 Py j reek 
jus " . i 
i Z ‘ ; Pr ‘ ts P ; ; i 
4 7 “ » ~ ie | < i 2 i 
a 
" * . = . 
ae : F . ‘ ; 4) ae a ae c 
as ‘ ‘ae rere ie p ; Paar * Fe | oe j ee 4 5 i 7 
ay wee ie 2 * id é = 
ae 4 ‘ i 4 P , 
‘ > as aes F A : ch hie . i , H Fi {v 
as Be ek ue sted Sale 7 j a 4 0 
Z ? +3 4 p Sethe | Se Pent ie, aes ‘ 
1 on Ps r ; i ra <n > 41 i 
4 i / ' 1 > in 
cl 3 , . * ‘ re 
“ 4 ! a ae \ - a 
es ies a ! ” i j ; mee. La 
: ‘ ’ : : i, 
2 A 0 Sey at Wi ay 
ae : E or a tales 
rp es . - : ‘ pag ¥ ) { ets ay, | 
bd ” 7 = ve } - + 
ne 
- ‘ . ve iM Ay4 ¥ - 
vu i = ” ' ‘ } ey: > 
y | in ZA i i 
‘ 
{ 
i 1 ' poren Wa ow 1 rs ‘a 
‘ es AS at } on. 5 iY 
- pak i . j i vel 
$e . ~~ a 
ae Fed % . . ¥ 5 z » . i aes Z as 
i Bis, oe ™ im i \ ‘ | 4 of ; i 
r4 ee * 3 ” ? 
4 no, a a Pi ot « he 7h? a . 
’ 
ma ; Dhgeces : : Oe tak. 
ey ak 4 o, 4 j ‘ . : = vi 
ie a, f 4 i 4 : , . 
* a ies ae a. v A Free) ‘ o -_ 5 he tel 
‘ J r ‘ z be i 
. . rn 4 ~ ‘ ae ‘ ; 3 x n vr 
= Peto . & Ls ; 
_ : ' ? 7% 3 
ae e 
; fe : ee Ey ay ‘ 
- : ‘ fe 7 Seat : 
a) dent hea i y a ¢ Ps 3 ee 2» ope =o) Se isy (ett; 
SF as bs) * -. 2 
4 “ ‘ . 
’ 
f ' Pian ar I ‘ . eee. e a . r 
al “ . i 2 7 * a 4 
» 
wid 7 al dy > H d . ies " ' Ok ina é - : 
a es Py Fs ‘ Z 
« 
, c 
. ‘ ‘ 
“ r te ke! 7 : . 
. . aa 2 < bs te ees R oy Pears ee 5: wha 


j= 1201 ~1201- Mr. Thompson 


person who comes in may be a member in poor circumstances , 
and he probably confiws his purchases to staples. Surely 
there is a difference between the profits made on staples 
and the profits made on other kinds of commodities; but 
there is no definite account kept with each person in which 
there is a record of the amount of profit on the purchases. 
One commodity may be sold at a loss in competition, while 
pomevouy else light buy erapeciruit or figs, or some ““Tancy 
. POoGoy Shd COULTIDUbS a Drorit of 40 per cent.” to 28 now a 
Gace Of Bivine & horse, Tor example, to someone Go seli Tor 
you and he hands over to you the money to which you are 
envivied, loss his commission. You can put your finger? on 
what has happened in such a transaction; but in these 
! se2es tiere 1s no possibility of tracing the results of 
any transaction. The purchases of a person who is unable 
| to. eiford anything more than-staples such as. flour, oatmeal, 
sab ‘and Siger, On which there 16 Little margin or propin, 
enjoy the same ratio of patronage dividends as the purchases 
of the person who spends a lot of money on Luxuries. There 
is ho mutual trading at. all. They. do business the same way as 
any other organization and then divide the surplus as 
| patronage dividends among a certain group who are members, 
and that is simply carrying business in the ordinary way. 
It is therefore unfair to say, inasmuch as they are an 
important branch of business in the province, that they 
should not be taxed while a competitor down the street is 
obliged to pay taxes, Surely there should be equity in the 
thinge 
THE CHAIRMAN: We have had that argument before, Mr. 
Thompson. 
MR. THOMPSON: On page thirteen -- I will skip a few 


pages -- I refer briefly to mutual companies, and in that, 
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reference is made to Government enterprises. In section 
125 of the British North Amorica Act it is provided that 
no lands belonging to a province ghall be subject to 
taxation. There is a constitutional question to be con- 
sidered in this connection. There may be cases in which 
certain organizations are turned over to a separate corp- 
oration and it might be argued that it is not Government 
Drop enty. 

THE CHAIRMAN: The coxpression is emanation of the 
Crown," 

MR. THOMPSON: They are really creatures of the Crown 
handling Crown property and there are, therefore, con- 
stitutional reasons which would make it difficult to provide 
a remedy in the case of Government-owned enterprises, Bub, 
as the brief states, “there is no justification for contin- 
uing to subsidize the business of mutual companies to the 
disadvantage of their competitors which are now bearing 
their full share of the burden of taxation." Before I 
leave the question of mutuals, I may say that for years I 
was a member of the Regina School Board, the first two years 
as Chairman of the Finance Committee, and afterwards as 
Chairman, and early in my experience I had something to do 
with the question of insurance of our Schools. We asked for 
bids, and there were three groups of insurance agents 
represented -= the board companies, the non-boards and the 
mutuals who segregated themselves from the non-boards, and 
when we opened the bids we found that they wrote exactly the 
Same policy in the same wording. They all had exactly 
the same policy with the same conditions, and I find, on 
looking at my minutes of that meeting, that actually the 


board companies quoted a lower rate than the mutuals, and the 
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nhon-boards beat then both Slightly. The prices were made 

uniform. The board prices were taken and contracts let for 

Over a million in insurance. These companies do the same 

type of business in practically the same way, 

In my experience as solicitor for a firm which passes 

a great many loans for nlortgage companies, we find that a 

great deal of this insurance by mutual companies is on the 
| same type of policy as other companies. Part of it only is 
on the mutual plan, and I suggest that when surpluses are 
carned by these people it is unfair that those who are 
operating as straight joint stock companies should have to 
pay the tax while the others escape it entirely. 

I know from Press reports that you have been hearing 
arguments based on the report of the Parliamentary Committee 
of Great Britain, and therefore I will not labour that point, 
I take it for granted you have that report and will give it 
Some consideration. I wonder whether the annual report of 
the wheat pool is available? 

MR. MILLIKEN: At a later date we will be Piling: 4 
number of copies. 

THE CHAIRMAN: It might as well go in as an exhibit now, 

MR. THOMPSON: I have a number of reports from Mr. 
Arnason. I have referred briefly to the United Grain 
Growers, the successors of the old Grain Growers Grain 
Company, probably the pioneer in this field. I have quoted 
from that report to show that that company is not opposed to 
taxation, and I refer you to pages nineteen and twenty. 

The quotation appears in the brief, 

Our conclusion is this. All we wish to do is to 

emphasize our belief in the equality of taxation. We are 


vitally opposed to discrimination. If you can relieve the 
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ordinary joint stock company of some of its difficulties 
without imposing taxation on cooperatives, all well and 
good. All we want is equality. I quote the following from 
bage Seventecn, or the bricf: 

"We, therefore, suggest that your Commission should 
adopt the principle of the recommendation made by the Royal 
Commission appointed in Great Britain in 1919, subsequent- 
ly approved by the Parliamentary Committee of T9S2 y atid 
finally implemented by legislation of the Imperial Parliament 

| in 1933, viz:- That cooperatives should be treated in 
exactly the same way as a limited liability company trading 
in similar circumstances and under similar conditions. 
"If, however, patronage dividends paid by cooperatives 
| are to be exempt (as against the Associations) from income 
and excess profits taxes, then it is submitted ordinary 
dividends paid by limited liability companies likewise 

“shoulda be exempt (as against the companies) from such taxes, 

as they are in Great Britain. At present a cooperative does 

not pay any of these taxes. In the case of a joint stock 

company, however, the profits of the company are taxed and 

then the shareholders are taxed in respect of any dividends 
| which they may receive. Double taxation of that kind is 
obviously unfair and the situation should be remedied 
immediately. 

"In like manner it is submitted that mutual companies 
should be treated in exactly the same way as a limited 
liability company doing business in the same field. They 
carry on the same kind of business in much the same way as 
their competitors. They are now well established and neither 
heed nor are they entitled to any special privileges or 


concessions, They have all the benefits and protection 
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provided by governments for their competitors. It logically 
follows, therefore, that there is no good reason why they 
should shirk their obligation to bear a fair share of the 
cost of providing the benefits and protection which they 
enjoy or why those with whon they compete should be dis- 
criminated against, 


"All of which is respectfully submitted. 


"Dated at Regina in the province of Saskatchewan, 


this 23rd day of January, A. Dey ees 


4t the present time there is double taxation. The 
ordinary limited liability company is taxed and dividends 
in the hands of the shareholder are also taxed; and we say 
that this is obviously double taxation of the most unfair 
kind. We suggest in the sane way that mutual companies 
| should be treated just as limited liability companies are 
dealt with, because, in the Main, they are carrying on 
business in the same way. They are getting all the privileges 
that their competitors are, and there should be no reason for 
preference. We hope that principle will be observed. 

MR. PARKER: Can my learned friend advise the Commission 


whether the Regina Board of Trade has any Views GG Gifer in 


reference to credit unions? 

MR. THOMPSON: I have reeeived no instructions in that 
regard, Mr. Parker. 

MR. PARKER: Was the matter discussed at all? 

MR. THOMPSON: No, I do not believe it was; not when I 
was present at any rate. The main body of the Board are 
engaged in commerce, in industry and in the professions and 
they feel of course that competition between them and the co- 


Operatives is keen. But they are not worried so much about 


credit unions, 
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MR. MILLIKEN: It may be quite clear in the brief, but 
I have not seen the brief. When, however, you say that you 
are opposed to double taxation, have you suggested whether 
the individual should pay the tax or the corporation? 
MR. THOMPSON: All we say is that all should be put on 
a basis of equality. If you decide that the individual Should 
be taxed and the corporation should be free, well and good. 
| THE CHATRMAN: That is beyond the SCOpe OF Our hdauiey 
at the moment, 
MR. MILLIKEN: May I ask Mr. Thompson another question. 
You said, Mr. Thompson, that you had thirty-two cooperative 
| members. 
MR. THOMPSON: Thirty. We have nine members of the 
Senior Board of Trade who really represent cooperatives. 
They may not have joined as such but we figure they are. 
The young men are the most militant. There are twenty-one. 
MR. MILLIKEN: None of these nine men are on the council 
of the Board of. Trade? 
MR. THOMPSON: One is, but I do not think he attended 
these meetings. He had notice of them and, while he dia 
not dissent, privately he has intimated that he did not 
approve of the idea, 
MR. MILLIKEN: Were the rest of the council unanimous? 
MR. THOMPSON: Out of a total of 23 at the meetings I 
have knowledge of 18 who attended, They may not have been 
the same 18. All of the brief was read paragraph by 
paragraph, though not in its final form, The final Torn; 
however, was only slightly changed. 
MR. MILLIKEN: I presume you did not consult any of 
| the members of the Senior Board of Trade who you say re- 


present cooperatives, with regard to any of the facts or 
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Statements in the brief. ° 

MR. THOMPSON: I have explained that I did not consult 
any of them. I am only counsel in the matter. The policy 
was determined beforehand. 

MR. MILLIKEN: You are not a member of the council? 

WR. “THOMPSON: No; I am not a member of the council. 


I was called in to help them whip the matter into shapee 


The Western Retail Lumbermen's Association 

MR. THOMPSON: There is another brief that I would 
Like .b6 submit BO. Une, Commission, alt«hasibeen filed by 
the Western Retail Lumbermen's Associgtion, andnift i 
might be allowed to speak to that at this time I could 
RUD AG Rode ae 

MR. MILLIKEN: For my part, I have no objection. 

THE CHAIRMAN: How are you presenting the brief? 

MR. THOMPSON: Perhaps I might explain the circun- 
Svances under which I appear; it would simplify the 
proceedings. The secretary of the Western Retail Lunmber- 
men's Association telephoned me from Winnipeg and said that 
his executive, after giving the matter consideration, de- 
sired to submit a brief which was not extensive, so that 
they would register their views on the subject. They be- 
Jieve in the foree of repetition and they wish to put them- 
selves on record as being in favour of equality of taxation. 
They asked me whether I knew of anyone else who was preparing 
a brief and inquired if I could send them a copye The 
only thing I had at the time was a preliminary draft of 
the Regina Board of Trade's submission. I sent it to them 
and they extracted a few sentences. I did not prepare 


this brief. 
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THE CHAIRMAN: It is said that “imitation is the 
Sincerest form of flattery." 

MR. THOMPSON: They requested that I come here and 
present the brief for them. There is nothing in it that 
is not in the submission of the Regina Board of Trade. 
They want equality of taxation. They are in the same position 
as the Board of Trade, with 846 member yards, which is 84 
per cent of all the yards in the prairies provinces... They 
have some cooperative members and, as I say, they are in 
the same position as the Board of Trade. They can only 


speak for the majority, but it is a very large majority. 


They asked me to go to Winnipeg last Friday when they were 
holding their last convention. I feel that this submission 
Geer Gecive Sho GOlusensus Of ‘Opinion, practically the 
unanimous opinion, of from 180 to 200 members present at 
Lieb convention, They are definitely of the opinion: that 
whatever you do should result in there being absolute 
equality of taxation without discrimination, without favours 
to. one class as against another. Since I presume you 
showed the courtesy of reading it, I leave it with you. 
Everything I said in regard to the Regina Board of Trades 
epplics to this bricft also. 

The brief reads as follows: 


"Submission of The Western Retail Lumbermen's 
Association 


Re 


_"“Introduction, 

"The Western Retail Lumbermen'ts Association is a 
group of retail lumber and building material dealers 
Operating in western Canada. The Association was organized 
in 1890 and its members have continuously since then served 


the building needs of their respective communities. Today 


. 


LA 
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there are 846 member yards in the Association which repres~ 

SnGLs. of per cent) of) the: total Number-of yardsvini the area 

and includes a number of yards owned by cooperative assoc-~ 

jations. The Association is thoroughly representative of 

the retail lumber industry in every district within the 

ered. © very member yard ‘caurries!) an assorted: stock of 
lumber, sash, doors, shingles and other building materials 
sufficient to meet the building needs of its respective 
community. In addition many of the members handle general 
hardware, ‘coal, and Duel wood. 

"ft the outset we wish to make it clear that we are 

| not opposed to the principle of cooperation or to cooperat-— 
ive associations cr mutual companies as a form of business 
enterprise. We believe ‘that ina idemocracy, such stours, 
| individuals have a perfect right to carry on any legitimate 
business in any way and under any system that is approved 
by law. In like manner we feel that every one in the 
community has an inherent right to freely determine for 
himself with whom he will do business. 

"We are strongly of the opinion that those engaged in 
trade or industry should have the right to carry on their 
businesses on an equal footing with their competitors. To 
favour certain types of business, at the expense of their 
competitors,.is unfaircand objectionable. | This) therefore, 
is not a brief against cooperation; it is rather an appeal 
for common sense and fair play in matters of taxation. 

"It is obvious that the government must have funds with 
which to carry out its administration, and that these funds 
must come from the residents of the country. Prior to 1917 
these funds came largely from indirect taxes, but the heavy 


expenses of World War One made it necessary to introduce 
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direct taxes on income in thet year. This method of 
collecting funds to carry on the government of the country 
has been used ever since, and, from comparatively small 
and insignificant imposts, the rates have been raised to 
such an extent that taxes now take away a large percentage 
of the income of individuals and corporations. We recognize 
the necessity for these high taxes in time of war, and have 
no complaint, so long as such taxes are levied equitably, 
on ‘ett classes of business and individuals. 

"Under the law any person, or group of persons, has 
the right to go into business, so long as the business is 
lawfully conducted. It is axiomatic that any tright! 
Paiies Wit it ao'responsibility!, and pertor that 
responsibility is that every business, no matter what form 
it may assutie, must bear its fair share of the costs of 
administering the affairs of the country. Much of the 
present confusion has arisen by reason of the fact that 
taxes are levied upon ‘income! or 'profits' and endless 
arguments can be developed over the definitions of these 
two words. The simple fact remains that common sense and 
fair play demand that every business, enjoying the benefits 
of the country's protective laws and policies, must share 
equally in the cost of providing them, 

"This was the policy in effect up to the time when 
bexes Were levied on income, Lt was. not so set oub as 
a stipulated policy, but the effect of the tax laws then in 
effect produced that result. This sound policy was violated 
in 1917 with the introduction of the Income War Tax Act and 
certain groups of people calling themselves "cooperatives! 
were allowed to conduct businesses of various kinds but at 


the satie time were permitted to evade payment of their just 
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and fair proportion of the costs of government. This was 
discrimination, but as taxes wore then small the margin of 
advantage over what was and still is known as 'private 
enterprise' ,; was correspondingly small and insignificant. 

AS taxes increased the margin of advantage enjoyed by the 
cooperatives increased proportionately, and we believe the 
growth of the Reh atta novenent will be found to parallel 
the rise in incone tax rates, 

"Whether taxes are high or low the same dl ecpeeimaeton 
and inequality exists. With taxes at their present extremely 
high level the diserimination is of such proportions that 
the continued existence of tax-paying private enterprise 
is sericusly threatened, During the last few years when the 
prairie income has been rising all forms of business have 
Shared in the increased prosperity. The profits of private 
enterprise have been largely taxed away, while in the casu 
of the cooperatives they have been allowed to retain the 
profits, and have been able to build up large reserves. 

The natural result of failing to assess and collect taxes 
from the cooperatives is that the movement is expanding, 
and at an evor increasing rate. The present discrimination 
in favour of the cooperatives can have only one final 
result, namely the elinination of tax-paying private 
enterprise, 

“We submit that all forms of business must be placed 
on an Cqual basis in the matter of taxation just as they 
are on an equal basis in all other respects. Hither all 
forms of business must be taxcd equally and equitably, or 
all forms of business nust be tax-exempt, in which case 
the funds required by the government would have to be secured 

by a tax on personal income, or from such other sources as 


the Governnent nay decides, 
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"ill of which is respectfully submitted. 
"Dated at Winnipeg, in the Province of Manitoba, this 
pond Cay Of January A. D. 1945, 


e@eeeeeeteeée e 


MR. PORKER: I propose now, Mr. Chairman, to take up 
the brief submitted on behalf of the Retail Merchants! 
Association of Canada, Saskatchewan Branch. . The brief will 


be presented by Mr. McQuarrie. 


WILLIAM L. McQUARRIE, 
Secretary-~Manager, 
Retail Merchants' Association of 
Vanede.. LMe a, 
having been duly sworn 
testified as follows: _ 
BY MR. PARKER: 
Q. In what capacity are you appearing? “A. . Tem here 
on behalf of the Retail Merchants' Association of Saskatchewan. 
Q- What position do you hold? 4. Secretary-manager. 
Q» The document that you are about to réad was 
prepared by whom? A. By myself and my solicitors. 


~ 


}» What method was adopted in the preparation of it 
yi : 


{ 


so far as your members were concerned? Be Yes 
Q- You don't understand me. What method did you 

adopt in the preparation of the brief as regards subnitting 
it to the members and getting their views? A. That was 
dealt with on the 24th and 25th of May in the Hotel 
Saskatchewan. We had cur annual convention and the question 
was discussed and I have a resolution passed by the membership. 

Q- And following that you prepared the brief? 
aA. Yos, with my solicitor, 

4. Was it in turn circulated to the members of the 


association for approval? Ae dust to the executive officcrs. 
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Q- How many? Ae Live, 


2. What are their positions? A. Mr. George Whitter 
of Prince Albert is President and the Vice-President is -- 

9. I want the five men who have signed the brief; 
that 1s all 1 want. A. George Whitter, President; Lewis 
Harvey, Assiniboia, Vice-President; second Vice-President, 
#. B. Smith, Yorkton; third Vice-President, Reginald Carter, 
Regina; and Fred R. Cosford, 

Q- «are those the only five members? What does "Inc! 
mean? i. Lomay say that this is not American. lt a6 
Canadian, operated under Dominion charter and this is the 
saskatchewan provincial branch. 

Q- «and those are the only five men out of the member- 
Ship who have perused, and given approval to, what you have 
stated in the brief? A. COs iNew Se - Tish. ene 
resolution that I will present -- 

Y. jf am not talking about that, but about the members. 
In round numbers, how many members have you in the Retail 
Merchants! Association? A. From. f,.900) to eys0G. 

Qs, that is quite a spread. Can you not be a 17 tte 
more precise as to how many members you have? <A. I would 
not like to say. They fluctuate -- some here today and gone 
tomorrow, and more coming. 

Qe are there no records kept? ie YOSe 

Q- Did you examine the records to see how big an 
association you have? You see my point? ae I am giving 
the minimum number, 1,900. 

Q.- What constitutes a member? fi. «&\ merchant who 
operates a business with a staff of four or more including 
himself pays a membership of $20, and the store that has a 
staff of three or less including the proprietor pays $10. 


Jae. 
a 
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Q- That is what you require as qualification for member- 
ship. Is that what the association lays down? i. Yes. 

Q. Can you give me any idea of those who could qualify 
in this province, if they were so Iinded, and who have 
qualified as members? A. I would say 1,900. 

Q- How many businesses are there in the province? 
we bout 3,747. Our field men were asked to make a list 
of those they think are prospective members and the larg- 
est list they have is 3,747. 

Q It is a sort of rough census of the business firms 
of. the province as handed in to you by your travellers. 
PeiviaG ce Pair way tO pub it? iy! Vest Dotha nie ea, 

Q- Out of that 3,700 that your travellers have re- 
ported to you, you have a membership of about 1300 7, 
ie I think we have more, but 1,900 is a safe figure. 

MR. FRANCIS: I do not want to interrupt my old friend 
Mr. MeQuarric, but I have an objection to raise. I refer 
to the paragraph on page four beginning: "It has been 
stated in an address delivered by G. S. TRORV ELAS Omi Gig 
I move that that paragraph, up to the words “have been so 
eonvertved™, be struck, out. 

THE CHACRMAN: Mr. Thorvaldson is here to Support the 
statement when the occasion arises. I would omit that 
from the brief, Mr. McQuarrie. Mr. Thorvaldson will no 
“oubt bring the point to our attention at one time or 
another. 

MR. FRANCIS: I propose to call evidence which will be 
more useful on that point. 

MR. PARKER: It is not only second-hand; it is at least 
poara or Tourth. 


THE WITNESS: Very well. The brief is as follows: 
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wo the 
Honourable Mr. Justice Errol M. W. McDougall, Chairman, 


and his Fellow Commissioners 

Koguininge into, the 

Application of the Income War Tex act, and the 
feces) Prorive: Tax vct to Co- operatives. 
"Gentlemen: 

"IT am appearing before you, today, as Secretary-Manager 
of the Retail Merchants! Association of OF Nelcre la Baler ye 
Saskatchewan Branch. I think our Association can reasonably 
claim the right to appear here and speak on behalf of the 
retail Trade of Saskatchewan. Our organization represents 
membership from general and drygoods stores, including 
grocery, meat, and fruit stores; hardware, electrical app- 
liance and radio stores; furniture stores; automobile 
dealers; garage and service stations; implement dealers; 
men's and ladies! wear stores; drug, book, stationery and 
tobacco stores; also jewellery and variety stores. Our 
o8Sociation owns and publishes in Saskatoon, Sask., 
monthly magazine, the Western Retailer. Over 5,000 copies 
go out to-our membership and prospective members, informing 
them on current retailing topics 

oe sdeve Dere 6 copy of tie Magazine. Continuing: 

"I mention these figures because the Bureau of 
Statistics at Ottawa, shows there are some 10,097 stores 
of all kinds in Saskatchewan. Some of these are quite small 
stores, for our field men in preparing a list of members and 

prospective members have never submitted over about 3,747 
names. Although all these stores are not members of the 
Retail Merchants! association, I believe we can reasonably 
well speakfor all the independent merchants in Saskatchewan 
because we do not confine our efforts Only to our members, 


but to all our Saskatchewan independent merchants. 


"These independent stores and business places are 
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scattered throughout every hamlet, village, town and city, 
throughout all the populated areas of this province. 

"May I emphasize at the outset, that the Association 
that ft represent, bears nothing but the best of goodwill, 
toward the cooperative moverent in this province, because 
the indepeident merchant has, in the past, worked side by 
Side with the cooperative, and hopes to occupy that position 
ingthe future. Any criticism voiced here on behalf of the 
Retail Merchant is given expression to on the high ground 
that the cooperative is enjoying far more favourable 
privileges in competing with the independent Retail Merchant, 
than those extended to the independent Retail Merchant, 
and the Retail Merchant is submitting that such privileges 
should be withdrawn from the cooperatives o™ 

I have here the resolution passed at our convention 
on May 24 and 25 in Regina. It reads 

"Resolved, that the retail merchants of 
paskatchewan ask that the Dominion Government treat 
cooperatives of every description in the same way as 
other buSiness corporations in regard to income tax 
and exedse profits tax andi thatcthe necessary 
legislation be passed immediately." 

That was carried unanimously. I have here a copy of my 
report of 19388 wherein I reported to our convention that 
the subject of ccoperatives being exempt from income tax 
and excess profits tax should be discussed and dealt with. 

MR. PARKER: I am sure the Commission wants all the 
information that can be of any value, "bubriiudeubt it. the 
record would be assisted very much by such documents, 

THE CHAIRMAN: I think not, Mr. McQuarrie. You were 
there and you will tell us what your brief SAYS. 


THE WITNESS: Very well, sir. Continuing: 
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"Our Retail Merchants have gone through more vicissit- 
udes since this province was formed in 1905, than that per- 
haps experienced by merchants in any other province. The. 
great strength and weakness of Saskatchewan lies in its 
jack of diversified industry. To a greater Ceereoy pen: da 
any other province, our econoriic life and well-being depend 
On agriculture, and in the past, the backbone of this | 
industry has been wheat. There is a close relationship 
between the farmer and the merchant. When there is plenty 
of wheat and the sale of it is possible at fair prices, the 
retail merchants prosper with the farmer. When drought 
overtakes the province and/or when the prices for wheat go 
below production cost, the retail merchant suffers with 
the farmer. The merchant either survives or goes bankrupt. 


"Saskatchewan suffered its greatest economic calamity 


between the years 1929 and 1938 with its unprecedented drought 


ind with the price of wheat in one of those years as low as 
20. cents per bushel, F,0.B. point of shipment, 

"The Retail Merchants of the province welcome fair 
competition. We are not opposing consumer cooperatives, 
as such, but we appeal for equity in taxation. We ask for 
2 fair field, with no favours to anyone. Our merchants 
have, for years, been, meeting,, to the best of their abilipys 
the competition of large department and mail order houses, 
from Eastern Canada, which, in late years opened branch 
Stores in most of the important commercial centres through- 
out this province. Our merchants have also had to meet 
Keen competition from large chain store groups. Our 
merchants have been meeting this competition, without undue 
collplaint, because they have felt, particularly since large 


mail order houses sstablished branch stores within the 
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province, that this was legitimate and fair competition, 
and also because these large merchandising concerns have 
been made subject to the same kind of inposts and taxes 

that the independent merchants, themselves, have. 

"A private business man will profit by the thrift and 
stability which usually are important by-products of 
consumer Pe eee e This is on the’ condition that ste 
ccoperatives are £1Ven No More privileges than fe. bt 
is also based on the assumption that consumer cooperatives 
Will be a business and social movement, and not a political 
Movement, and that it will not attempt to create a co- 
operative monopoly. Fair competition with private enter- 


prise is needed just as much by cooperatives, in their 


business, as a stimulant, as it is needed by private business. 


Fam! 


60, while independent merchants in Saskatchewan nay not 


like to see another type of merchandising injected into 

| the trade, to shars the all too small volume of business, 

still, they do not object, providing that this type operates 

on the same basis, with no advantages over the independents. 

"The Retail Merchants' Association in this province 

| believes that any group of people who feel that they can 

| purchase their requirements more advantageously through co- 

| coperatives than through private enterprise, should be 
fairly accorded their rightful opportunity to make the 
effort, but this Association most strongly resists the clain 
of such cooperatives in this province that they are entitled 
to special preferred treatment, by way of exemptions from 

| certain imposts not accorded Retail Merchants in private 

| competition, under that fiction that their business does 

not give rise to profits. 


"In telking, just the other day, with one of our 
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substantial merchants from southern Saskatchewan, he stated 
to me that this matter of inequity in taxation was the most 
important matter before the independent merchant today, 

and that if the present inequity in taxation is not correct- 
ed and soon, -- that he, in self-vreservation, will have to 
dispose of his stock while he has something to sell. He 
Stated that he could not continue to pay income taxes and 
excess profit taxes, and stay in business, while his 
opposition, the cooperative store, paid neither income 
taxes nor excess profits taxes, 

"When cooperatives were few and far between, and when 
these societies were granted certain exemptions from income 
taxes and from excess profits taxes, it was not a matter of 
great moment to the every-day taxpayer; but when the 
movement has reached the proportions that it has reached 
in this province, the matter of these exemptions is one of 
great concern. 

"This Association in Saskatchewan is, perhaps, interested 
to an even greater degree than individual merchants and 
corporations in other parts of Canada, in the matter of ‘co- 
operatives, for the simple reason that the cooperative move- 
ment has obtained a greater impetus in Saskatchewan than 
elsewhere in Canada. Were those cooperatives required to 
meet the same imposts as our own independent merchants, 

I should not be here making this Submission; but we are 

hot in this position, We are heavily handicapped in this 
race for survival, due to the fact that by the law under 
which cooperatives operate, the dice have been Banden against 
the independent retail merchant as compared with the co- 
operatives. Thus, on account of this inequity, the very 


future of the Retail Trade in this province is imperiled. 
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"The growth of the cooperative movement in Canada, 
(see Leader-Post, December 1, 1944, Canadian Press dispatch) 
has been very rapid. The total number of sharcholders and 
members financially interested in Canadian cooperatives 
humber 989,826 
Patrons number 608,680 
Total Canadian business of such cooperatives in 1943 
was ~d0e,785,598, The value of -the cooperative business 
of each of the nine provinces of Canada for that year was 


as follows: 


Prince Edward Island pa) SyOole465 
New Brunswick 35487, 762 
Nova Scotia 8,847,127 
British Columbia 20,820,791 
Inter Provincial 54,566,018 
Manitoba 55,933,499 
Quebec 58,708,194 
Alberta 00,980,411 
Ontario 99,966,902 
Saskatchewan 100,423,432 


in other words, Saskatchewan cooperatives, serving 800,000 
people, do almost twice as much business as Ontario co- 
operatives, with between three and one-half and four million 
people. Or, putting it another way, each Saskatchewan 
oltizen bought from cooperatives in 1943, $125 worth of 

goods, as compared with $15 worth of goods bought by each 
individual in Ontario. Or, putting it still another way, 
Saskatchewan has done more business through cooperatives, 

than the two most populous provinces of Canada, combined, 

with the province of New Brunswick thrown in for good measure. 


From these figures alone, it will be appreciated why Retail 
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oa 


Merchants in this province see the necessity for presenting 
their case before this body.* 

In the part omitted I was saying that we did not have 
definite information on the number of businesses that had 
been changed from independents to cooperatives. Continuing: 

"It has, however, as late as the 8th of January of 
this year, been advised by the Department of Co-operation 
and Co-operative Development at Regina, as follows: 

‘Information made available from new cooperative 

associations applying for incorporation during 1944 

would indicate that about ten independent stores had 

been taken over by them during the year, There are, 
however, a large number of bulk commodity trading 
associations in operation throughout the province, 

which are incorporated under clause (a) Section 5, 

of the Co-operative Associations Act, with objects 

Similar to those granted Associations operating co- 

operative stores. These bulk commodity cooperative 

associations may, by the powers conveyed under their 
charter, expand their business at any time for 

the purpose of acquiring and operating a cooperative 

Storee This expansion, in some instances, includes 

the operation of a store acquired from an independent 

merchant. In many of these cases, the registrar will 
have no information respecting the purchase of the 
store until the annual return of the Association has 
been filed. for. registration after the close of thé 
fiscal year. Since the 1944 annual returns will not 
be received from the cooperative associations for some 
months, we regret that we cannot, at present, furnish 
you with full information along the lines you have 


requested. I might state, however, that from information 
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received to date, we believe that probably about forty 

independent stores, in addition to the ten we have 

mentioned, have been taken over by cooperatives in 

Saskatchewan during 1944,! ™ 

Thav’ was Mr. Turner's letter. Tam’ unable to say how 
many stores have been taken over but I know there have been 
several independent merchants who have gold out to co- 
Operatives. Continuing: 

"With the information thus received from official 
sources, it may be highly probable that the statement made 
by Mr. Thorvaldson, in his Speech, is approximately correct. 

"It is admitted that these figures do not answer the 
question whether the position taken by the cooperatives 
is sound, legally or not, but they do show, as nothing else 
will, the need for relief from the present tax exemptions 
enjoyed by cooperatives. These figures mean that in so far 
as Saskatchewan is concerned, if the present trend continues, 
and the present unfair tax exemptions for cooperatives 
continue to be a part of our Federal Government polirey,. 2% 
can only be a matter of time until private business in 
Saskatchewan will have to give up the ghost, and be a thing 
of the past. And during such period, the Federal Government 
will be deprived of taxes which we feel cooperatives should 
pay. 

"Cooperatives predicate their contention that they 
should not be subject to the payment of Federal Income Taxes 
and Excess Profits Taxes, upon the sophistry that their 
carnings are not profits but rather are Savings. They state 
that the principle underlying the doctrine of mutual trading 
is that there must be two parties to a trading transaction; 
that where the buyer and seller are identical, there is no 


trading and any so-called surplus is not the profit of trade. 
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As they express it, patronage dividends paid by cooperatives 
are not properly taxable, because they do not represent 
earnings, but rather represent savings or over-charges to 
the owner members, which are being properly returned to 
them, lnasmuch as a eccoperative, by its very nature, cannot 
make a profit. They claim that no profits can arise from 
their operations, because they operate at cost, but since 
cost of operation cannot be accurately estimated in advance, 
cooperatives sell at a safe margin above anticipated cost, 
usually at prevailing market prices in the same community. 
Periodically, they say, the savings are returned to their 
patrons, who created these savings through their purchases, 
in proportion to their respective patronage. These savings, 
they argue, are not a profit, but simply over-charges in- 
capable of being estimated in advance, and subsequently, 

on being ascertained, are returned to their members. 

"It is suggested with respect, that this assumption of 
their operations is altogether invalid. This assumption 
ignores the all important fact that all cooperatives are 
legal entities, the same ag joint stock companies, and 
that these legal entities are the exclusive owners of their 
respective businesses and societies, and that the sale and 
purchase of goods is an independent and valid sale by those 
cooperative societies to their members, 

"Moreover, if the argument of the cooperatives that 
they are legally entitled to be free from income tax and 
excess profits taxes, is sound, it might well be that they 
would eventually occupy the major portion of the business 
field of this country. The result would be that there would 
be a drastic reduction in the number of business concerns and 


corporations to be taxed by the Government, from which the 
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Government would secure revenue. The further result would he 
that the rate of taxation would have to be drastically in- 
creased and pyramided on the remaining portion of the bus- 
iness community of this country, which was still subject to 
taxes, such as income tax and excess profits tax. At the 
same time, the proceeds of these taxes would be distributed 
for the benefit of the whole community, including cooperat-~ 
ives and private enterprises alike. 

"It is possible that the significance of a tax or its 
collection may not be questioned at a given period of a 
nation's or a province's history, because of the inequality 
of exemptions granted to certain members, but when conditions 
alter, the unfairness of such exemptions becomes apparent 
in the following cases: 

1. When cooperative societies reach that eminence 

when they are no longer truly mutual concerns. 

2. That the tax structure when such exemptions were 

grented was a very modest one. 

o, Where the necessity of providing funds to carry 

on the war is so urgent, that exemptions should not 

be granted. 

4. That no body of persons or cooperatives or- other- 

wise, would be able to obtain today, from Parliament, 

Similar advantages. 

"Tt is suggested that, in this connection, some co- 
operatives in Canada, have become more and more monopolistic 
in tendency, and less and less mutual concerns. 

"The cost of carrying on the activities of our Federal 
Government before the war approximated 10 per cent of the 
hational income of that day. Some statisticians claim that 


after the war with our vastly increased expenditures, this 
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well may be within the neighbourhood of 25 per cent of the 
national income. Before this war taxes collected by our 
Federal Government approximated $500,000,000 per year. 

It has been suggested in authoritative sources that this 
annual expenditure after the war, may total $1,800,000,000 
or thereabouts. This would be over and above funds provided 
by provincial and municipal taxation. If this estimate be 
correct, and with this prospect in view, does any reasonable 
man feel that the imposts made necessary to raise such 
revenues can be paid by a decreasing number of Canadian 
citizens, in order thet an increasing group of cooperatives 
in Canada shall be exempt from many taxes which will. go to 
make up our annual budget? 

"It is submitted that the time is almost here where 
the tax burden will reach that magnitude in this country when 
exemptions will have to cease. When that event does come 
about, and cooperatives are then taxed like other corporat- 
ions or other individuals, and if in the past such co- 
operatives found that certain tax exemptions were necessary 
for their continued existence, then when cooperatives are 
taxed uniformly as other concerns, they will surely disappear 
when their special favours cease. 

"One sure way to destroy private enterprise and the 
creative initiative of private enterprise would be to con- 
tinue and accentuate these exemptions. Such practice would 
then surely push us into our greatest depression. 

"Exemptions from Income Tax for cooperatives amounts 
to a subsidy equal to the tax which would otherwise have to 
be collected from them. With the more limited buying 
facilities of independent Retail Merchants compared with the 
greater buying facilities of cooperatives, it will be only 


a matter of time when the average store or retail business, 
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privately owned, will be forced out of business. 

"This subsidy is payable annually out of the national 
revenues, that is, by other taxpayers. Every increase in 
tax rates, every imposition of a new tax (Excess Profits 
Tax, for example) every expansion of the cooperative move- 
ment and every expansion of business done by cooperatives 
has meant an increase of this subsidy. 

"Moreover, shareholders of consumer cooperatives, 
are exempt from paying income tax on their patronage 
dividends, but every dollar of stock dividends paid to 
private enterprise shareholders, is subject to double tax- 
ation, first when earned as a profit by the private enter- 
prise company, and second, when paid as a dividend to the 
Owner of the stock. Is this practice fair? Is it Equity? 

"Private enterprige does not shrink from the challenge 
of cooperatives, as such. They feel, however, that the sae 
tax responsibilities should be laid on all business. The 
present inequity is due to the growing belief that one of 
the fellows on the hand-car is doing all the pushing, while 
the other fellow gets a nice free ride." 

I had that typed before I read some of the other 
Teportse Continuing: 

"The cooperatives, through extending price advantages, 
in the shape of rebates or patronage dividends to their 
customers, can thus unfairly compete with private enter- 
prise and eventually drive it out of business, Furthermore, 
by the expedient of issuing patronage stock against 
dividends and avoiding the payment of income tax on such 
carnings, cooperative organizations are able to accumulate 
capital sa buil up reserves, either for expansion or to 
meet hard times." : 

Since I got this prepared .I have réceived a message 


from one of our merchants bearing on that point,, 2 got is 
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since I had this printed. If you will allow me to do so, 
I would like to read the following letter I have received 


from him: 


WHello: Mace, 

"I am sitting at breakfast and the following 
thought came to me re your brief for co-ops. 

"One of the largest contributors to profit is 
volume. A firm or individual can greatly increase 
their profit if he or they can increase their volume. 
Naturally when the co-ops know they can distribute 
their profits back to their patrons they have one of the 
greatest factors leading to volume. 

"Gone is the day when a customer does not know 
selling and comparative prices. Intensive advertising, 
radio, people moving abroad more, make the public price- 
minded. 

"Take my own case for instance. Last year my 
turnover was $225,000 and if it were possible for me 
to convert back to my customers $15,000 to $20,000 by 
way of a dividend promised more or less last year, how 
much more could I not have increased my turnover and 
what we call volume, and the layman knows the more 
business done the less the cost. 

"Increased turnover does not require increased 
expense to the degree of comparisons. Rent, taxes, 
light, fuel, and most fixed costs are not increased 
if staffs are. It lowers rather than increases cost 
per cOst of selling. 

"This word volume can become a steam-roller ag 
it were, under co-op conditions and methods, Eventually 


we will find ourselves being served from a large buying 
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centre whose only thought will be ‘sell for less.! 
Employment will be Ah to a minimum. Window displays 
will go by the board. Smart attractive shopping places 
will be replaced by just a quartermasters! stores as 

it were, and the buying public will wish themselves 
into high individual taxation brackets -- because 


la tinue: Thos, che word) where are the taxes to come fron,” 


This man, after paying income tax on $18,000 had left 
only $6,783 and he was unable to give any dividends. I can 
give the name of this gentlemen. He says: "Please use this 
in presenting your case for equality of “taxation, which 1 
nope will be a success, ‘The name> iss. oii bley, is 
Continuing: 

"The Financial Post of September oO, 1944, reported 
that the governments of the Prairie Provinces, at a meeting 
in Winnipeg, in September, last year, pledged, though 
conditionally, to extensive support of a new scheme of co- 
operative distribution of farm implements in western Canada, 
The distribution, if carried out, will be through Canadian 
Co-operative Implements, according to the report. The 
representatives of the governments of the Prairie Provinces 
promised that each government would lend this cooperative one- 
quarter million dollars, or a total of three-quarter million 
dollars, providing the cooperative could raise a total of 
$750,000 to increase its present capital from one-quarter 
million to one million dollars. When thig plan materializes, 
this will mean but another income tax and excess profits tax- 
exempt cooperative doing business in Canada, and forcing 
still further more taxes on non-cooperatives. The irony of 
this whole proposal is that pivate business will have had 


the privilege of contributing a major percentage of this 
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$750,000 out of their own money, to help put themselves out 
of the implement business. 

"The following is taken from the Pennsylvania Review: 

'George J. Holyoake, Historian of the Rochdale 

Pioneers, has given probably the clearest of all 

definitions of cooperation. "Cooperation supplements 

ordinary economy by organizing the distribution of 
wealth; it touches no mants fortune. It causes no 
disturbance in society. It gives no trouble to states= 
mene. It enters'‘into no secret association. It 
contemplates no violence. It subverts no OM Crete voi ee 
envies no dignity. It asks no favourse It keeps 

ho terms with the idle. It will break no faith with 

tievindustrious. It asks no special privileges. 

It seeks no Government aid. It fears no competition 

in trade or any branch of production. It abhors 

monopoly and will fight to the bitter end. It secks 
healthy competition, knowing that this is the soul of 
all true progress. It means Self-help, self-dependence, 
and such share of the common coripetence as labour 
Sie earn, OY thab it can win, and this it intends to 
have."! 

"{ suggest with respect that cooperatives, as we under- 
Stand them in this country, in view of the Special favours 
and subsidies that they are continuing to ask and claim, have 
departed very greatly from the principles to which they sub- 
scribed in the early days of their history. Cooperatives are 
Cooperatives are as 


kine special 


asking favours, rivilege. 


Cooperatives are sceking 


overnment aid. 


Some cooperatives 


are becoming monopolistic in tendency, 
er fame serene mene ang mg 


"There are two ways of transforming a free enterprise 


economy into a state-owned monopolistic or socialistic economy. 
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“ae One is the assumption by the State by legislative 
action of the ownership and control of the economic resources 
OF the..country. 

"b. The other is by way of taxation. There are two 
branches to this second method. Either one or both can be 
used effectively to achieve the desired end, One igs by such 
excessive taxation as to destroy any initiative to individual 
economic progress. This may even taken, in disguise, the 
form of a capital levy. The other method is by such dis- 
crimination in taxation, either as between individuals, 
groups or combinations of capital, as will, in due time, 
direct and force all business and industry further: into tne 
arms of our three forms of Government in this country, 
Municipal, Provincial and Federal, or into other tax-exempt 
associations, carrying on business in Canada. Cooperatives 
ane one of such associations. 

"Chief Justice Marshall, perhaps the outstanding Chief 
Justice in the history of the United States in its formative 
period, 1800 to 1830, had this brief comment to make about 
the power to tax: 'To give the power to bax is to give 
the power to destroy.’ This maxim is even more true today 
than ever before. 

"The exemption of cooperatives from income tax and excess 
profits taxes during this period of high war taxation will 
enable some of them after the war, to emerge with huge surpluseg 
built out of tax free earnings at a time when their competitors 
taxed to the limit, during this war, will emerge in a 
weakened condition. 

"Mr. Chairman and Gentlemen: In preparing this brief 
Yor you, I contacted a number of firms in Saskatchewan, 


who are members of cur Association and asked them that they 
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give me, confidentially, figures from their income tax 
and excess profits tax retirns for 1943, which I might 
include in this brief. They gave me these figures. 

"The comparisons made between the income taxes and 
excess profits taxes actually paid by these firms, and 
such taxes as would be paid by cooperative associations, 
were there such cooperative associations doing business in 
the same place, is based on the assumption that such co- 
operative associations would conduct their business in 
such a manner as to enable them to gain complete exemptions 
from such taxes, by virtue of the Income Tax Act and the 
provisions of the Excess Profits Tax Act. 

mit 16 tne Opinion of this Asseciation thasvi1e wach 
majority of such cooperative associations doing business in 
Saskatchewan, so operate their business as to bring them- 
selves within the provisions of the said two Acts, so that 
they pay no income taxes and no excess profits taxes whatever. 
_"Example No. 1 

mihis is the figure that one firm gave mé. They operate 
aS a limited liability company, under the Companies! Act. 
Earnings for a year 29,000 


Dominion Income Tax Paid ¢$ 5,256 


Excess Profits Tax Paid 7, 900 | 

Total Income and Excess Profits Tax 25, 156 
Net earnings left for dividends, expansion, f 

Tescerves, Ste. » 9,844 


This is how a cooperative company, in the same line of 
Trade, in the same place, and making the same profit would 


Show its return, 
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Barnings for a year 
Subtract Dominion Income ‘Tax AL 
Excess Profits Tax bod 
Total Income and Excess Profits Tax 


Net earnings left for. dividends, expansion, 
Pesserve, ectce 


ixample No. 2 
This is a small store, where the 

Harnings for a year were 

On which the merchant, operating in his 
Own name, as an independent merchant, 
paid Income Tax of 


leaving net earnings of 


Mr. McQuarrie 


$29 , 000 


nee 


$29,000 


4,972.51 


1,165.15 
3,807.36 


A cooperative store such as the above, Garningvin 4 


year $4,972.51 would pay no income tax. 


Example No. 3 


This is a store operating under the Joint stock Compaiiivs? 


Act; has very few shareholders, is a private vorporation: 


they have been operating for over 20 years. 
For 1942 

Their earnings were 

Income & excess profits tax 

Net earnings for dividends, expansion,etc. 
For 1943. 

Their earnings were 


Paid out in income and excess profits taxes 


20,083.68 


18,654.53 


1,449.15 


28,166.29 
38,704 


Vie Teasonhthatithe.tagm 4 s higher than the earnings, is 


because that $8,167 was transferred to Surplus, due to the 


fact that this reserve was not now required 


as part of the 


reserve which has been built up by the Company, over the 


period of 20 years. 


Ss ¢ 
4 


200 -1233- Mr. McQuarrie 


for 1944, 


Their earnings were $56,400 
Estimated taxes for 1944 44,500 
Net earnings for dividends, expansion, } 

etc. $11,900 


A cooperative store doing the same amount of business 
in the samé line of trade, would have paid no taxes at all, 
in any of these years. 

Example No. 4. 


This is quite a large store, and for 1942 


Sales were ~125, 000 


Gross profits were 45,500 
Net profits were 6,882.95 
Income and excess profits taxes were Oy O0elL6 


Such a store, under the cooperative plan, would not 
pay any tax 
Example No. 5. 

This member operates as an Incorporated Company, Limited, 
and does quite a large business. They feel very strongly 
that since they pay, in income and excess profits taxes, 
around 88.6 per cent of their profit, when a similar business 
to theirs, if operated under the cooperative plan, would not 


pay any tax at all, they feel they are not getting fair play. 


a 


Prorit POT, 65 1y 22 

Life insurance premium not 

allowed as an expense 976451 

ixcess depreciation 930.45 

zmas bonuses 229 400 

Harnings or taxable income 09,785.18 
Income and excess profits taxes Sle LODe 7 


which is 88.6 per cent of profit of 
$57,651.22 


Less refundable portion 9,073.50 
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(For 1943 cont'4) 
Net Tax after deduction of refundable portion 
which is 73 per cent of Profi t..of P57, 60Lseo |) 42e060n06 


Net earnings for expansion, dividends, reserve, — 
etc. $17,722 692 


A cooperative company doing the same business in the 
same line of trade would pay no taxes au ali3 
Example No. 5 (b) 

Mr. Chairman and Gentlemen, since having this brief 
mimeographed, I have been given the following figures from 


a Wholesale Company doing business in Saskatchewan. hey 


show - 

Thain baxapre earnings for 1943 to be $755,000 

They paid income and excess profits taxes of 095,000 

Leaving a net earnings to the company, for q 
dividends, expansion and reserve of 202, 000 


"s commercial report dated May 5, 1943, on the 
Saskatchewan Co-operative Wholesale Society Limited of 
Saskatoon, set forth their 
Total net annual sales to be ; $3,751,706 


That commercial report shows them to have 
wade a net profit: of » 96,468.32 


"There is nothing in the Commercial Report to show that 
the Saskatchewan Co-operative Society Limited paid any 
income tax or any excess profits tax on the year's Operations. 

“Both wholesale houses referred to here, are doing 

business with retail merchants throughout Saskatchewan, 
apparently, as far as a layman can see, in the same way. 
The Independent Wholesale Company operating as a Joint Stock 
Company, paid to the Government in Income and Excess Profits 
Taxes, $553,000. I did not ask Mr. Robert McKay, Manager of 
the Saskatchewan Co-operative Society Limited, if his Company 
paid any income or excess profits tax during 1943, but L 


was unable to find anything in the commercial report of his 


on 
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company's operations, to show that any such payment was 
made, and I verily believe that, operating as a cooperative, 
they are not required to pay any such taxes." 
I have here a copy of the Commercial Report. 
Continuing: 
"Example No. 6-6 
This 18 a store selling pretty mach one Jiné of 
merchandise, and operating under the Joint Stock Companies! 
Act. They have a staff of three, including the proprietor. 
Harnings for 1944 were $14,176.74 


ineome tax tor 1944 figured to 
be SP ded sty 2 Py) 


gnOece Drolilts tax for 1944 
figured to be 7,086.99 
Total income tax & excess 

| PLOT TCS tax 


10,159.30 


Net earnings for dividends, expansion, 
reserve, etc. 4,037.44 


"A cooperative store doing the same amount of business 


in the same line of trade, in the same place, according to 


ehe cooperative plan, would pay no tax. 

"Quoting Editorial in Hardware and Metal: 'tIt is 
currently estimated that $100,000,000 for 1943 and more 
for 1944 would be payable in income tax by cooperatives 
if they were not exempt.'!" 


te FRANCIS: Mr. Chairman, I would move that the 


reference to $100,000,000 be deleted. The statement is 
| made that "it is currently estimated that $100,000,000", 
and sO On. 


THE CHATRMAN: That can remain. It is only a 


journalistic comment. 
THE WITNESS: I don't object to having it cut out, 


It has been quoted in a great many places. Continuing: 
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"You have frequently been told, no doubt, since your 
sittings began, that in Great Britain, cooperatives and 
mutual companies have enjoyed exemption from taxation, 
except on lands and buildings owned by them, and in re- 
spect of lands in their own occupation. That their trading 
profits were not taxed. That by the provisions of the 
Finance Act of 1933, cooperative societies of every des- 
cription, wholesale, retail, and producer, and mutual 
| concerns, became taxable to the same extent as limited 
liability companies, trading in similar circumstances and 
under similar conditions. That, in brief, the Finance Act, 
made all transactions of any company or SOCLOUy, Wt Lts 
| own members, on which a profit or surplus is earned (which 
would be rated as profits of the trade, if they were tran- 


sactions with non-members) liable to the tax; but any 


discount repaid, dividend or bonus granted to members or 
other persons on account of their transactions with the 
company or society (provided it is calculated according to 
the amounts paid or payable to or by those members or other 
persons, or according to the magnitude of their transactions) 
is to be excluded from the profits by being treated as trade 
expense. 
"Few people have a finer perception of social justice 

than the British; and no people have a clearer conception 
of fair play and equity than they. And so with the develop- 
ment of cooperatives there, from truly mutual concerns to 
huge commercial concerns, the tax laws of that country 
were amended to wipe out the former inequity. 

| "The Retail Merchants! Association of Canada, Inc., 
Saskatchewan Branch, is seeking tax equality, and that the 
same tax rule that applies to independent private merchants, 


should apply to all commercial enterprises, regardless of 
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Ownership or method of operation. It also submits that co- 
operatives should pay income tax on the surplus which. they 
retain and do not distribute, as well as on patronage 
dividends, in the same manner as independents. JI am re- 
ferring to those cooperatives which are incorporate bodies 
enjoying all the limited liability of any limited liability 
venturese 

"IT would like to emphasize that cooperatives should 
be subject to the Excess Profits Tax, the Sate as any 
person or corporation, as cooperatives have enjoyed a 
greater volume of business, these last five years than they 
| did immediately preceding the war. If it is right and just 
that private merchants and corporations should pay this tax, 
then cooperativesshould do the same. 


| gaia conclusion, it is suggested that the Parliament of 


our Country has a very fine and a very strong British pre- 
| cedent to follow in this matter, 


"Al1 of which is respectfully submitted: 


(sgd.) We. L. McQuarrie 
On behalf of the Officers and Members of the Retail 
Merchants! Association and Merchants, Generally, 


of Saskatchewan." 


BY MR. PARKER: 
| Qs. Will you turn to page eleven, Mr. McQuarrie, 
where you.start giving examples. In that first example 
which you give, you show a limited company with Pees for 
a year amounting to $29,000, then you go on to say: "This is 


how a cooperative company, in the same line of trade, in 


the same place, and making the same profit would show its 


return." That is teking a good deal for granted, assuming 
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that they make the same profit. You say that, assuming 
they make a profit, they would show net earnings for the 
year of $29,000. As a matter of fact that is the whole 
point. They do not have earnings or profits, so how could 
they make a return like that? USPS Soca alate Winehale retchny we 
right. I think they have profits. 

Q. How? That is the whole POLI ne dei) one 
A. Here is a case where we have net annual sales of 
$3,751,706 and net profit, $96,468. 

Q- Where is that? A. In the Commercial Report. 

Qe Who published that? A. Dun and Bradstreet. 

Q- That is profits of what? A. The Saskatchewan 
Co-operative Wholesale Society. 

Q- And it says they had profits of that amount? 

A. That is what it Says, and they could not get that from 
anybody else but the members, 

Q- Es it on the strength of that that you work out 
these samples? A. No. TI have given facts from independent 
Merchants which they gave me, and I woulda like, with your 
permission -- 

Q.- dust a moment. Confine yourself to this point Lor 
the moment. You set out the taxes paid by an ordinary 
company of the size you indicate and then you go on to make 
the argument: "This is how a cooperative company in the 
Same line of trade, in the same place, and making the same 
profit would show its return." On what basis do you say 
that they would make a profit, trading as they do? 

Ay “Now sir... think I would gay LHASs Laka ve bean watching 
these cooperatives and remember, I have watched them grow 
from the time of the loading platforms back in 1898 ana 


1290, atid 1 have -a Lok of Sympathy far the farmers. But 
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we who have watched these people grow know that they started 
in a small way while today they are in business in competit- 
ion with the ordinary merchant, with men who came into the 
country with the farmer and helped to build up the country, 
and they are making a profit the same as the merchant is 
doing. That is my experience in everday life. 

Q- You can say that fifty thousand times, but it does 
not prove anything. What is wrong with the argument of co- 
operatives when they say that they do not make profits at 
all? You are assuming that they do; they declare that they 
mo nous “Can you help us on that? If vou, can’t sv thenv. 
won't bother you. If you can help us, go ahead. 

Ae They Bee not in business for fun. They ere making 
money and using that money, which we think they should be 
paying in income and excess profits taxes to buy new build- 
ings and to get a new start in life after the war is over, 
ds Urn tO pase Six or the brier. There ia a7 pons 
there that bothers me a little in the second last paragraph. 
iQ summarize, 1 think I can put it this way: The trend 24 
that if this movement is allowed to go on the cooperatives 


will in future occupy a wider and wider portion of the 


economic field, and to the extent that they grow, other 


business will be crowded out. Suppose that were perfectly 
true, what harm is there in that? Isn't that perfectly 
proper? If it is good, why should it not occupy the whole 
field? A. I think that in answering that question I 
would Say this. Some of these merchants have been in the 
country a long time and up until 1929, 1930 and 1931 they 
were doing business in the way business had always been done 
here -- and I am speaking from actual knowledge. These 


farmers came to the country without very much money. 
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Q. Isn't that the very reason the cooperatives 
Sprang up, because they came without very much money and 
thought they could save a little by doing business in this 
way? Isn't that the answer? A. No. They started 
because they wanted to get a market for cattle and grain. 
When the country was opening up, not only farmers but 
business men came and started stores and distributed 
merchandise. The farmer did not have money to pay, for stuff 
and he got credit from the merchant, and at the end of the 
year the crop was threshed he was man enough to come in. 

I want to state on behalf of the farmers that they were 
wonderful. 7 
Q- JI am merely putting one or two questions. Just 


tell us in a word what great harm will be caused, and who 


| will suffer, if they keep growing and growing? As Dething 
there 1s a threat there and the merchants are selling out 
because of that threat and the fear that they will be wiped 
Out. 

O« Lf ab is such a.good thing, if all, these merchants 
can get rid of income tax by doing what you say they are 
doing, why do they not all do it as rapidly as they can and 
| get it over with? Ae When the chain stores came into the 
United States and Canada their plan was to carry on and 
sell reasonably cheap; but when they get a monopoly, just 
you watch the prices go up. It might possibly happen with 
these farmers; they might do that. 

2 tl want to know what harm you think there will be. 
if the trend continues the way it is, then to that. extent 
corporate income tax goes down. Is that true? 
die) Kn eOSs 


Q- Suppose that happens; cannot the Government find 
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some other way of raising that lost revenue -- some other 
way which would be fair and equitable? What would you say 
to that? A. As I said a moment ago, we have these 
merchants who helped to build up the country but they are 
Selling out for fear that they will be wiped out. 

Qe Turn to page three. You make a statement on which 
you might make some comment. You say: "%,....but this 
association most strongly resists the claim of such coop- 

| eratives in this province that they are entitled to special 
preferred treatment, by way of exemptions from certain 
imposts not accorded retail merchants in private campetition, 

| under that fiction that their business does not give rise 

to profits." Why do you say that is a fiction? It has been 

| seriously argued before the Commission that it is a solid 

fact. Why do you call it a fiction? A. - These merchants 


are coming to me all the time and telling me about condit- 


ions and how they fear this competition, not so much from 
the standpoint of price but because of the fact that these 
people are able to get by where the private merchant has to 
pay, and therefore they are handicapped. It is my opinion 
that it is a fiction that the business of these cooperatives 
does not give rise to profits. Of course, that is only 

my Opinion but I believe it is also the opinion of most 
people in Canada. At least that is my suspicion, 

Q» On page two you make an insinuation -- I don't say 
it is an unkind insinuation -- in the last paragraph. You 
say: “A private business man will profit by the thrift and 
Stability which usually are important by-products of consumer 
cooperation. This is on the condition that such cooperatives 
are given no more privileges than he. It is also based on 
the assumption that consumer cooperatives will be a business 


and social movement, and not a political movement, and that 
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it will not attempt to create a cooperative monopoly." I 
want to know whether you are stating that this movement is 
developing into a political movement. That is what you 
insinuate. Do you want to withdraw it or did you mean it? 
A. Well, I think I would like to withdraw it, 

ga Why Cid you put) PoMthere? AL 4 don) viens ib isa 
necessary to have it in the brief. I overlooked it at the 
moment. 

THE CHAIRMAN: Do you withdraw that statement? 

THE WITNESS: Yes. ‘Sir, tne one about erookyiiesd move- 
mente Time will tell about that. 

THE CHAIRMAN: Do you wish to withdraw the statement 
about a growing monopoly? 

THE WITNESS: No. .I would let that stand. 

BY MR. ELLIOTT: 

me OR Dage\ three you: sayi-). “Ine talking} juss the ouner 
day, with one of our substantial merchants from southern 
Saskatchewan, he stated to me that this matter of inequity 
in taxation was the most important matter before the 
independent merchant today, and that if the present inequity 
in taxation is not corrected and soon, -- that he, in self- 
preservation, will have to dispose of his stock while he 
has something to sell. He stated that he could not continue 
to pay income taxes and excess profits taxes and stay in 
business while his opposition, the cooperative store, paid 
neither income taxes nor excess profits taxes." I am 
interested in particular cases. What harm exactly was the 
tax exemption of the competitor doing to this merchant? 
Precisely how did it hurt him? A. Well now, Sir at that 
time I said to this merchant, “You know, I think you should 
appear before this Commission, because it is men like you 


that they want to hear.” I think that gentleman will likely 
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appear before you and tell you. Does that answer you? 
Q- It would be more satisfactory to hear from hin. 
A. Well, he will be here and give you his story. 
BY MR. MILLIKEN: 
Q- In Alberta the Secretary of the Alberta Association 
said that they had 5,000 members and did not have all 
the merchants in that province. You tell us that there 
are 5,700 merchants in Saskatchewan. A. No, 10,000. Some 
oF them must be very small, Our prospective list was 3,747, 
Q- The number of men who might join the association 
ie oO, (00c) wis) Les. Ll have nov £iVen you a copy OL. cue 
Drier, Mr. Milliken. 1 shall be glad to”do so. 
BY MR. 4ARNASON: 
Qs At the bottom of page six you.refer to the inequality 
in exemptions granted to certain organizations under certain 
| conditions which are dealt with at the top of page seven, 
You suggest that these inequalities become apparent if the 
conditions outlined by you at the top of page seven grow, 
and the first example which you cite at the top of page 
seven reads: “When cooperative societies reach that 
eminence when they are no longer truly mutual concerns." 
| I was wondering whether you would care to explain a little 
more in detail what you mean by that. When you read this 
sentence the question that occurred to me was this: Would 
you suggest that if a cooperative were truly mutual, in that 
it did business with its members only, this question of tax 
exemption would not arise, that there would not be any 
problem of special exemption as referred to in the brief? 
&. iL think I was going back a long way, thinking of the 
time when, in a country school house near Prince Albert, 
they had meetings of the grange. Those people were truly 


mutual, trying to get somewhere to sell their cattle. They 
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were not thinking so much of buying. But this thing has 
gone on until it is a selling ana buying concern and it has 
entered into business. 

Q- Your point is that, as you see it, the problem 
emerges when these farm groups begin to engage in the purch- 
asing of supplies. That is when they become trading concerns, 
Is that your point? A. Yes. No one took exception to 
them in those days when they were selling, 

THE CHAIRMAN: Does that close the case? 

THE WITNESS: I may Say, Mr. Chairman, that I have one 
or two briefs which I have been asked to present’on behalf 
of certain Boards of Trade and I have copies for each of 
YOU. 

MR. PARKER: Have these been filed with the Registrar? 

THE WITNESS: They are Very O Tiel. 

THE CHATRMAN: If you care to submit them they can be 
filed. 

THE WITNESS: That is the best T Can do. May I geave 
them with you? 

THE CHAIRMAN: Other people who have complied with the 
conditions stipulated naturally wish to be heard, and 
sentlemen who come in at the very end cannot expect to be 
siven precedence, 

THE WITNESS: I don't know why it was thought that the 
commission would be meeting in Saskatoon but the statement 
did appear in the papers that you would be in Saskatoon for a 
couple of days, 

MR. PARKER: What paper was that in? 


THE WITNESS: Maybe I had better not say that. 
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Saskatchewan Employers' Association 
MR. PARKER: We are ready to proceed with the brief 
Submitted on behalf of the Saskatchewan Employers' 
Association. Mr. Moxon, K. C., is appearing on behalf of 
this Association and I presume he will present it in the 
same manner as Mr. Thompson presented his brief. He can 
elther read it or comment on such portions of it as he 
SHUDKS eC iby 
MR. MOXON: i DS no very ones 
) THE CHATRMAN: You are not producing any evidence? 
MR. MOXON: No. 


THE CHATRMAN: . Perhaps you would like to read’ it? 


MR. MOXON: I may say in opening that this brief 
was compiled under somewhat the same circumstances as the 
brief filed by Mr. Thompson on behalf of the Regina Board 


of Trade. It was prepared by the executive of the Associat-— 


ion, and of the members, only ten have seen it. I discussed 
the brief with ten of the fourteen members, the others being 
out of town. 

THE CHaLRMAN: Directors of the Association? 

MR. MOXON: Yes. We call them the executive council. 
ties tenvhave isden it, but) lf wishtbovpoint out themes os 
just an argument; that is to say, it is not a factual brief 
in any sense, and I am afraid it is argument that you have 
eineatineard. «In fact Diemsure aa 18, Ande do: not 
think it will be as well put as my learned friend Mr .Thompson's 
argument wase My excuse for coming before you is that you 
advertised for us. 

THE CHAIRMAN: Possibly you might omit certain parts 
of itis 

MR. MOXON: I thought that you might suggest that I 
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THE CHAIRMAN: If you are satisfied that the brief is 
purely argumentative, you might do that. 

MR. MOXON: There are one or two places in the brief 
in which facts are stated. I might read paragraph three: 

"Se Some of the difficulties which our members are 
experiencing in considering plans for expansion may be put 
in this way. Many of our wholesalers would like to purchase 
or build branch houses or warehouses. The effect of the 
high corporate income tax rates combined with the imposts 
called for by the Excess Profits Tax Act of 1940, operating 
on a low standard of profits by reason of depressed business 
conditions in Saskatchewan in the period 1936 - 1939, has 
meant in practice that such firms have been able to retain 
after taxation on the average not more than 70 PerVcent rer 
the comparatively low net income accruing to them in a 
period of depressed business eondanens. Out of this income 
remaining to them they must provide for any reserves, ex- 
cept depreciation and bad debts, which they have been 
accustomed to maintain or now deem prudent in the unusual 
conditions prevailing, and then pay dividends to their 
Shareholders, One company in wholesale business found 
itself liable to pay in 1943 for income tax and excess 
profits tax $32,000 out of a net profit of some $36,000, 
It is true that 20 per cent of the excess profits tax is to 
be refunded in successive years after the cessation of 
hostilities between Canada and Germany, Italy and Japan, 
but the date of cessation as proclaimed by the Governor-in- 
Council will in all probability fall some time after protact- 
ed peace negotiations, so that these amounts must be regarded 
as deferred assets," 

This is factual and is entirely within my own knowledge, 


and in any case it is only an illustration. 


ee 
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THE CHAalTRMAN: If you are satisfied to submit the brief 
without reading it we will certainly read it. 

MR. PaRKER: I would suggest that Mr. Moxon might treat 
the brief for a few minutes as a factum and if there are any 
points to which he wishes to call special attention he might 
indicate them. 

MR. MOXON: We gave a good deal of anxious thought to 
this when it was discussed and it was discussed at three 
meetings. We carefully considered the question of what we 
should recommend, not that we thought that our recommendat- 
jons had greater weight than those of other groups, but we 
felt that if we were to be of any use to you, then the 
Opinions of a business body of ten men concerning the problem 
with which you are faced might be of some assistance. We 
went extensively into the English system. So far as the 
brief itself is concerned, when we were wording it the 
secretary and I endeavoured to avoid suggesting to you that 
the British system could be followed in its entirety. After 
all, Britain is one country and Canada is another, and the 
taxing problems facing the Minister of Finance in Canada 
are by no means the same as those with which the Chancellor 
of the Exchequer has to deal in Britain. 

Speaking for myself, I assumed that no returns had been 
INade by a great many of the cooperative associations that 
are Simply in the trading business in Saskatchewan. In Tent, 
I know they are not being made because they have told me. 
They have not been asked to make returns. Section 4 (p) 
gives a list of what might be called primary producers, 
where it speaks for the income of farmers', dairymen's, 
livestockmen's, fruit growers’, poultrymen's, fishermen's 
and other like companies and associations. The question 


seemed to me to turn on the word "like"™. There are a number 
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of people working on the income tax problem for the 
Government. I have talked to some of them and their idea 
was that it was based on the word like; that is to say, 
although the Government gives a list of these people -- 
farmers, dairymen, livestockmen and so on, and other "like" 
cooperative companies -- the legal interpretation of that 

is that if the cooperative is set up as a like organization 
it does not matter what its membership is. It does not 
matter whether its membership is made up of primary producers 
Or pure consumers in an urban area because the organization 
io ike". Lt is a like organization, and taat tommyonind 
is one of the difficulties in the present situation, The 
words are fairly capable of that interpretation, that any 
organization set up like these other organizations -- like 
in organization but not in membership -- is to be so treated; 
and our suggestion in the brief, the main suggestion, is 

that there should be no exemption from taxation merely be- 
eae Orljune form of Organization. 

We are not dealing with the question whether it is 
proper or not; but to my mind the word like is important. 
Something should be done if for no other reason than to 
clarify that point. It is not a legal decision or a legal 
principle; otherwise you could not explain why certain 
trading concerns have not been asked to put in returns. The 
people administering the income tax are efficient and honour- 
able and they try to get the tax. They are charged with the 
duty of getting it and if they followed the interpretation 
of that section which they would be justified in adopting, 
they would have sent demands to these people to make returns. 

That is my view of the question. It was not the 
intention to favour anyone. They are concerned with “like” 


organizations and they get lists of these organizations that 
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are registered under our Co-operative Marketing Act and the 
Other act, and they do noe bother sending demands to these 
people because they simply say they are "like" organizations. 
THE CHAIRMAN: That is a pure question of interpretation. 
MR. MOXON: Yes. The dIfPisulty "in" Our peru wi Lie 
country has been the question, what is the proper interpret- 
ation of the section. As a lewyer, I think it is open to the 
interpretation that these organizations are like those 
cnumerated. Taxing statutes are construed fairly Str ic chy 


and if there is a fair argument that an organization is a 


like organization in its form -- not in its membership but 


in its form -- as the statute stands it is entitled to the 
exemption. 

I have tried to develop that in paragraph nine, where 
ao DSLIN With the statement that the generally accepted view 
secie, FO be as LT 'hare Stated, “Tl ask you to take my word for 
10 that that is the accepted’ view. 7 quote Trom that 
paragraph: "If it is a 'like' company or association in its 
organization, regardless of the fact that its members may 
be urban dwellers, retail cooperative associations, or 
gasoline service station operators, for Lnstancs, is entitled 
to the exemptions provided in this subsection. The exemption 
from taxation has extended to all the surplus earned and 
retained by cooperatives regardless of membership or of the 
nature or kind of activity in which they are engaged, In 
Our opinion, the exemption of cooperatives as such is unfair 
and discriminatory. The income of no commercial enterprise 
Should be exempt from tax. There should be no ‘special 
privilege' so far as taxation is concerned based on the type 
or method of organization." 


Once it was established that certain concerns were co- 
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operative, as far as we can tell no atteript was made to have 
then make returns, whether on investment income or on any 
other income. Suppose they had invested reserves in Dominion 
of Canada bonds; they were not asked to nake revurnue on that. 

Our submission is that the income of a commercial 
concern should not be exempt from taxation. I do not mean 
that there should not be certain deductions but the incone 
should come before the tax assessor. We say in the brief: 
"It is a truism that where there is an equal sharing of the 
load, that load is borne willingly and there is a SPiriteor 
cooperation with the tax collector which alone in a democracy 
can bring the best results." 

There has been some resentment, and as a matter of fact 
representations were made by the Employers' Association to 
the Minister of Finance. 

In paragraph twelve we Says o"“Wexdo not dptend’ to! en= 
large upon the situation which has developed in Britain 
following upon changes in the Finance Act introduced in 1933 
after the report of the committee set up by the Chancellor 
of the Exchequer in 1932 to report upon the taxation of co- 
operatives. Conditions there are different from conditions 
in Canadae There is in Britain no “double taxation’ SOuear 
as the income of joint stock companies distributed to share- 
holders is concerned. Under our Income War Tax Act there 
is a personal tax on the shareholder ag to the portion of 
income he receives, unless indeed, his entire income is go 
low as to entitle him to exemption from tax, and there is 
also a corporate tax on the income of the joint stock company 
as such,’ 

I am tired of being told that because Ontario does 
something in a certain way we should follow suit, and I do 


not take it any better when sorb body tells me that something 
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is done in this way or that way in England and proposes 
therefore that we should do the same here. Saskatchewan 
aS a province has its own problems and Canada as a Dominion 


has its problems to work out, and I think we have enough 


intelligence and common sense to cope with these problems 


ourselves. 
THE CHAIRMAN: We are inclined to agree with you. 


MR. MOXON: In paragraph twelve I go on to say: "In 


Britain the tax is essentially a personal tax. The corporation 


or joint stock company pays in effect only the tax on that 
part of its net income which it retains, presumably because 
it is retained for the benefit of the shareholders." War 
time has made a difference there, but their main structure 
is based upon income tax. To continue: "The British 
solution may not be applicable here in its entirety without 
a radical change in the Canadian Act and the whole policy 

of taxing incorporated bodies. Though we favour the British 
plan of what may be called a single tax on personal income, 
we realize that the financial needs of the Government may be 
SO great at the present time and for some time.in the Purr, 
that its adoption by the Minister of Finance may be deemed 
impracticable." 

The opinion I have canvassed in eastern Canada is to 
that.effect.. Continuing: 

"Nevertheless, it is significant that in effect, in 
Britain, cooperatives are treated exactly as limited liability 
companies trading in similar circumstances and under similar 
conditions. There is no exemption by reason only of the form 
of organization." 

I mention one case in paragraph fourteen, I say: 


"The report of the Saskatchewan Co-operative Producers Limited 
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for the year 1944 states that the Co-operative Union of 
Canada presented a memorandum on July 12, 1944, to the 
Government of Canada in which amongst other matters it was 
stated that in the opinion of the delegation it was manifest- 
ly the intention of the Government when the exemption now 
contained in subsection (p) of section (4) of the Income 
War Tax Act first appeared to exempt all cooperatives from 
Hebe tty. whey, say itis manifest; I am using their words. 
I do not know why anything is particularly manifest in law, 
but that is the word they use. They say it was the intention 
to do that. They did not need to go through the Habe oe 
ot farmers, dairymen, livestockmen, fruit growers, poultry- 
men and fishermen. One sentence would lve Sutficed, in the 
same way as in connection with prospecting syndicates. If 
a cooperative is registered under a provincial or Dominion 
Act it shall be entitled to exemption; that would have been 
the easy way of saying it. Continuing: 

"If such were the intention the exemption could have 
Deen very simply stated. There would be no need of a re- 
ference to marketing organizations of primary producers, or 
to the purchasing of supplies for such producers. One line 
would have brought about the desired result. But whatever 
was the intention of the Government (or Parliament, since 
the Government does not enact, it merely proposes) the 
arguments and reasons that were found valid then, or allowed 
tO prevail, are no longer valid for reasons already mentioned." 


That is to say, things have changed since that time. 


Continuing: 

"No form of organization of a trading entity should in 
itself be a ground for Bae treatment or privilege before 
the law. All our trading organizations are in the last 


resort merely means of assembling facilities for serving 
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those who constitute the state," 

It is just means of getting together. Continuing: 

"Capital they must have, whether it is raised by Share 
subscription or by membership fees or by revolving funds, 
as cooperatives sometimes call profits or surplus retained 
by them to be paid out in mle after being replaced by 
like sums. . The method used in raising or accumulating this 
trading capital is or should be immaterial to the state, 

No one form or organization, that is, of making available 
trading facilities or capital to serve the PUOTIG. SucuLda 

be fostered by taxation. Taxation is primarily designed to 
supply the needs of the State. Tt may well be that in’ a 
secondary sense it does serve the purpose of distributing 
to some degree the gocial income, but that is not because 
those who have not are entitled to live upon the efforts of 
those who have. It is because in the interest of the State 
as a whole the devastating effects of poverty must be 
alleviated." 

That is the old Liberal and Conservative view. 
Continuing: 

"No one has suggested that taxation Should be used to 
drive private enterprise out of the business field, put’ that 
will be the end result if the present heavy burden of taxat- 
ion is borne solely by private enterprise,.* 

I might read section sixteen: "The action of the 
Western Wheat Pools in reducing handling charges on grain 
for the 1944-45 crop year to a point well below the cost of 
the service is an instance of the unfair Situation in the 
erain trade arising, we submit, directly from the exemption 
from income taxation that the Pools have enjoyed. The line 
slevator companies must meet these reductions or lose the 


place they have held for so long in grain handling in the 


west," 
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I am stating it as a fact, I am not admitting it. 
Continuing: 

"If the line elevator companies cannot meet the 
Situation, the result will be a monopoly in grain handling 
in the West. Such a result would, in our opinion, not be 
desired by many members of the Pools, and certainly not by 
the wider public; it would be an unhealthy situation for the 
RooLsiy sand... if. exemption from taxation for the Pools continues- 
S00 1.6 Will be ane because this exemption does contine 
that there will be a Pool monopoly -=- then there will be a ve 
very considerable loss of revenue to the State. 

"These elevator colilpanies and others faced with their 
problem in other lines of business will endeavour to meet 
this competition. They will reorganize so as to become ¢o- 
Operativesor provide for paying rebates or patronage divid- 
ends to customers by contract, and so reduce the price: of 
the goods or service they sell," 

It may be quite beneficial to the publie; I am not 
areuins that, Continuing: 

“By some means they will arrange so that a considerable 
part of their trading Surplus is not available for taxation. 
Such plans are already under consideration in Canada and 
have been put under way in the United States of America." 

I mention that because we had One example before us in 
the report of a company that turned itself into a cooperative. 
It is only an illustration, Continuing: 

PPrivate enterprise, as represented by our members, 
believes that it has a useful and important part to Dilerian 
the economy of Saskatchewan. It believes that it can survire 
and increase its usefulness provided it competes on equal 
terms with cooperatives go far as taxation is concerned. Lt 


believes that efficiency is best secured where both forns 


”~ 
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of organization are free to compete. Our members believe 
that efficiency reduces costs and that efficiency in business 
Scape likely to be attained where those who venture have 
the assurance that if they are prudent, energetic and far- 
seeing, in other words, if they manage well, they will have 
4 return commensurate with their efforts. They believe also 
that only where there is competition of a legitimate nature 
with private enterprise will the cooperatives reach their 
highest development. Competition is in the blood ana 
traditions of the race," 

MR. PARKER: What race, though? 

MR. MOXON: We are all one race, Canadians. 
Continuing: 

"There may some day be a new order where competition 
will not be needed as a Spur and where gain as the result of 
effort will be a thing of the past. But traditions and 
attitudes change Slowly, human nature never, Private enter- 
DEASe is sentitled to dts chance to survive and to serve on 
equal terms, and this can only be secured byl Seeing that co- 
operatives and private enterprise are made equal before the 
taxing officer," ! 

Next we come to the recommendations, which we submit 
with great respect and ums 24 aye 

"We venture to submit the following general principles 
which in our opinion should be given consideration in re- 
comiending changes in the application and/or administration 
of the Income War Tax and Exeess Profits Tax laws in relation 
to cooperatives: 

"(a) No general or over-all exemption of the income 
of cooperatives engaged in trade or industry should be given 


by law. 
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"(b) There should be no deduction allowed for interest 
paid on share capital of cooperatives, or on the amount 
Standing to members! credit by way of reserve funds from 
untaxed profits or surplus on operations of earlier years, 
whether on the trevolving door! plan, or at the discretion 
of directors as to the time of repayment." 

That is just an opinion; I do not know that it is 
entitled to more respect than the people who make it. 
Continuing: 

"(c) No deduction should be allowed for interest paid 
on loan capital, even if there is an agreement or regulation 
providing for the payment of interest, unless there has been 
an actual loan or advance made by the member or shareholder. 
If such loan capital is retained fron Surplus Gar sia 
effect a subsctiption or instalment on account of capital 
made by members," 

That is different from the other. In some cases of co- 
operatives I have known, they have been assisted by members 
by actual loans, and that is an ordinary deductible expense, 
That is under our set-up. I do not know how long that will 

continue. Continuing: 

vay if there is. to béelspadial treatment for cooperatives 
in respect to patronage dividends, then only the distributions 
to members and patrons on the basis of the goods or services 
handled or supplied and paid in cash within the tax year or a 
limited period after the close of the tax year should be 
allowed as deductions. All other income of such marketing 
organizations should be brought into tax. Other trading 
concerns which agree to pay and do pay patronage allowances 
to customers should have these as deductions on like 


conditions," 
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This is something that we stress, and A is a very 
difficult question. I am alluding to the argument that 
under section 498 we cannot do that. TI have some doubts 
about whether that is what the section meanse Continuing: 

"(e) That the exemption given to the income of 
Credit Unions by subsection (q) of section {4) of the 
Income War Tax Act be limited to such part of the annual 
income as is paid to borrowers on the basis of the amount 
borrowed by them and paid within the tax year Or Within .s 
limited period thereafter." 

I take that as coming under 4 (q), although I do not 
know that it is a banking institution. The province really 
cannot incorporate a banking institution, but I do not know 
of anything else that 4 (gq) could mean. It must mean credit 
unions. Income as a whole is exempt regardless of reserves 
built up and i nvestments they may have. Part of the trouble 
came from putting income as a whole into the exempt class 
iastead of providing for deductions. It ig like Sayine that 
the Governor General's Salary is so and so. You start with 

he eae of these people and it does not matter where the 
income comes from. It seemed to us to be indefensible from 
that point of view. 

MR. FRANCIS: With reference to paragraph fourteen, 
where you say “it was stated that in the Op2nion.of . the 
delegation it was manifestly the intention of the Government" 
and sO on, the intention there was inferred not from the 
statute but from Hansard, at page 2504 of that particular 
session, wherein the Honourable Mr, Dunning is reported ag 
having said that bona fide cooperative organizations should 
be exempt from the provisions of the Income Tax Ant, . That 
is what the delegation had in mind, and not that 4 (p) made 


it abundantly clear. 
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MR. PARKER: In the third paragraph on page one this 
Statement appears: "The effect of the high corporate 
income tax rates combined with the imposts called for by 
the Excess Profits Tax Act of 1940, operating on a low 
standard of profits by reason of depressed business con- 
ditions in Saskatchewan in the period 1956-59, has meant 
smal practice that such firms have been able to retain after 
taxation on the average not more than 70 per cent of the 
comparatively low net income aceruing to them in a period 
of depressed business conditions," 

Is not that teken into consideration in fixing 
Standard profits? 

MR. MOXON: Yes; but. many of these people have not 
got the technical advice necessary. Some are Tagoly Stim deh. 
That is what happens in the illustration I have given, 
where he had a minimum standard of $5,000. 

MR. PARKER: He took it for granted that the standard 
period would apply to him? 

MR. MOXON: Yes. 

MR. PARKER: That is his own fault. 

MR. MOXON: If your income is not very large you are 
apt to suffer the ills you have rather than fly to others 
you know not of. This man got to the point where he could 
not pay off the bank loan he was using to finance his 
business and I said, "You had better throw YoOurse lt nto 
the hands of the lawyers and accountants.” Many of them 
are doing business on lower standards than they should be- 
beuse 1% 1e.a big: job. 

MR. ARNASON: In the last paragraph on page nine there 
appears the first reference made to the argument that the 


income of credit unions should be taxed. TI was wondering 
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whether you had special reasons in mind other than the one 
you suggest. 
MR. MOXON: This had not been developed very well by the 

people with whom we discussed it. My only point is that I 

do not think that any income as such should come into one 
of these brackets. If the Government wants to do these 
things as a matter of policy, let them provide for certain 
deductions and deal with the question by regulation or some- 
thing of that kind. But to grant wholesale exemptions 
immediately causes resentment and trouble. That is my only 
point in mentioning credit unions. 

THE CHATRMAN: That concludes your case? 


| MR. MOXON: Yes, my Lord; thank you. 


The Commission adjourned until 2.15 p. m. 


e@eeetpeeeeveeevene@ 8 


The Commission resumed at 2.15 p. m. 

MR. PARKER: I propose to tgke up this afternoon the 
brief filed by the Saskatchewan Federated Co-operatives 
Limited, which is No. 4. It is being introduced by Mr. 
Francis. 

MR. FRANCIS: Just before calling the witnesses, I wish 
to make a brief statement with regard to the cooperative 
briefs, so far as the consumers and the credit union move- 
ments are concerned. I am not representing the producer 
cooperatives, There are fourteen briefs that will be 
presented, some of which are quite short, and we have done 
everything possible to eliminate duplication. 

THE CHAIRMAN: Fourteen with this one? 

MR. FRANCIS: Thirteen in addition to this. The firct 


one gives.an over-all picture of the consumer's movement in 
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this province and there are eight supplementary briefs which 
will show exactly how the cooperative principles operate in 
local communities. 

In addition, there will bo four credit union briefs. 

This sounds a bit formidable, my Lord, but some of 
the bricfs, as I say, are very short and they are arranged 
in such a way that they can be put before the Commission 
Very quickly; 

The cooperative union of Saskatchewan, which is really 
the provincial section of the Co-operative Union of Canada, 
of which Mr. Good is president, is very much interested in 
these proceedings. I hold a watching brief for that org- 
anization, but no formal submission is being made. 

THE CHAIRMAN: I understand that Mr. Good's brief is 
being presented in Ottawa. 

MR. FRANCIS: Yes. That is for the national “organization. 
We have a large organization in Saskatchewan, however, but 
no formal brief is being presented by it though, asa )l say, 
I hold-a watching brief for it, 

Before calling the manager, I would like to clear up 
one point with regard to the brief I am about to present. 
for that purpose I desire to call as a witness an officer 
of the Wartime Prices and Trade Board. I wish to ask her 
one or teo guestions. 

MRS. MAY W. NEAL, 
Wartime Prices and Trade Board, 
having been duly sworn testified 
as follows: 
BY MR. FRANCIS: 
Q- You reside in Regina, Saskatchewan? A. Yes. 
Q- And you are an officer of the Wartime Prices and 


Trade Board? By Yess 
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Q- How long have you been employed by the Board? 
Sa, BimeswApril,.,1943;, 

Q- Is it a part of your duties to keep any records? 
A. Oh yes. 

2+ What is the nature of that duty? A. Among other 
things, I am licensing officer. 

QQ What is your work in that connection? A. My work 
in that connection would be covered by what we call board 
orders 202 and 284, which were amended by board order 400. 
They pertain to, the licensing of businesses, change in 
Ownership of businesses, and expansion of present-day 
established businesses. 

Q- Would the transfer of businesses from private 
owners to cooperatives be reported to your board? 

A. Yes. 

Q- Are all the reports for the province of Saskatchewan 
sent to your office? A. Yes, they are. 

Q. And you have full records? A. We are a regional 
office and we clear for the eight local offices, 

Q- I believe there are twenty-eight districts in the 
province? A. Yes. 

Qe And you clear for the whole province? Ae Yevess 

Q.- Were you in charge of that work in 1944? 

A. Yes, I was. 

Q- For the whole of 1944? ny ures 

Q. 1 would like to refer you to a statement with 
which the Commission has been confronted on more than one 
occasion. I refer you to page 30 of the brief presented 
on behalf of the Retail Merchants of Alberta -~- and it has 
come up later. The statement is made: "As indicative of 


what is in store both for the retail merchant and for the 
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federal revenues, attention isdirected to the records of 
the Wartime Prices and Trade Board, which disclose that 
during the first six months of 1944, 171 retail stores in 
Saskatchewan were converted from taxpaying private owner- 
ship companies into non-tax cooperative associations. Did 
your office furnish that information? A. We have no 
record that we ever furnished it. 

Q- Do you know whether or not Ottawa headquarters 
furnished it? A. I have no information to the effect 
that they did furnish it. 

Q- Information of this kind is released through you; 
YCUTere st a-eharesevor it? way Yes? 

Q- And you have no knowledge of such information being 
released? ne” Wot 

Q. is the information that 171 retail stores in 
Saskatchewan were converted from taxpaying companies into 
non-tax cooperative associations during the first six months 
of 1944 correct? A. AS indicated by the records in our 
er rive. it is not correct. 

ye Do you think those records are correct? Mere eS. 

Q. Is there a legal obligation on persons selling 
such businesses to record the transfer with your Do you 
use the term "transfer"? A. Change of ownership is the 
term we use. 

Q- Is there a legal obligation under 284? 

MR. PARKER: Don't ask questions of law. 

BY MR. FRANCIS; 

Qe You are satisfied that your records give a true 
picture of what happens? Ae Yes. 

Q- What are the facts, from your records, as to the 
number of retail stores that changed from private ownership 


to cooperative enterprises? A. In 19449 
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Ye YOS, ae The records in Our Orr ice ate ee 
that the number of privately owned retail businesses that 
opaieea Ownership to cooperative during the full year of 
1944 is 59. 

| Q- That is for the full year.” Oem aou. wel 1) phe 
Commission how many conversions or changes of ownership 
there were in the first Six months? Ae I haven't that 
information, 

2+ You have no breakdown? A, No, no breakdown into 
months. 

Qe Have you personally seen any statement in the press 
to the effect that there weneri71? A. Yess I saw it in 
the Leader Post, 

Q- Did you question it at the time? A. I wondered 
about it because I know how many go through the office, 

2» Did you see the statement made in any other 
publications, in any pamphlets? A. I have heard it talked 
about but I cannot be definite. 

BY MR. PARKER: 

Qe Gate records show 59 changes of Ownership from 
non-cooperatives to cooperatives? A. From privately- 
Owned to cooperatives. 

2. How do you distinguish? A. They don't use the 
words "privately owned" correctly. Very often it is an 
individual merchant; that would be one person, It might 
be a partnership. 

Ws) Thetyis,. the Original owner? A. Yes. The name 
of the original owner would not have "cooperative" in He 
The name of the one taking over would have *cooperative 


association limited,* 


Qe And it is on that basig ~4 that the name "cooperativet 


appears on your record -~ that you say the change of owner- 
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Ship was from non-cooperative to cooperative? A. Yes. 
ay, that isa Lair way to put it? A. Yes. 

2 During the same period, have you the number of 
changes of ownership from an existing non-cooperative to 
another non-cooperative? Aig) NOs ki) Weaver! te eon ene tie 

Q.- Your records would show that? A. Existing non- 
cooperatives? 

Q. i mean transfers where the parties on both sides 
were non-cooperatives. A. We have not estimated it or 
| counted it. 
| Q. You were asked particularly to get the other 
information before you came here, A. We have been talking 
about it in the office and it came out in the Leader Post, 
and we counted it up. 

Q- Without attempting to give the exact number, have 
you an approximate idea how.many there would be, which .you 


could check later? A L am atraeld 1) could notoctwe than. 


Qe Would there be a considerable number? A. What 
I might regard as a considerable number you might not, 
and vice versa. 

Q. Well, were there some? We can agree on that, can 
we? A. Oh yes. 

Q.- At least fifty? Ae I would rather not commit 


myself. 


Qe Why? 4. Because I don't know; I am not prepared 


. to answere 
Q. Would it be a big job to check that up? A. It can 
be done. 
Q- How long would it take? A. My chief filing clerk 
under me is i11, but it could be done within a day or two. 


Q- Before Friday or Saturday? A. It could be. done 
by that time. 
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Q» Will you send a note to the Registrar or to myself? 

fe ee We bee iad tO do thet s 
BY MR. VAUGHAN: 

Q. Have you ever known of any cooperative that changed 
into a regular corporation or a business under private 
ownership? fi. I think there was one but it isn't any- 
thing I could be sure about. It certainly is very rare. 

Qe Why is there not a change in that direction as well 
Seo une soubor? ks Oh, d\don't ‘know, 6ins 

MR. FRANCIS: I would like at this time to make a 
formal application to the Commission, and first of all I 
would state very briefly the basis of it. When the co- 
operatives which I represent were confronted with this 
statement, so widely circulated, they naturally initiated 
an investigation. 

MR. PARKER: The statement which the witness has just 
dealt with? 

MR. FRANCIS: About the 171, yes. Naturally they 
commenced an investigation and it has proceeded thus far. 
We have a list of retail stores that were transferred from 
private ownership to cooperative ownership, and we are 


in the process of obtaining the amount of income tax paid 


by the managers of the new cooperative stores or converted 


stores. We are gathering that, but it is not yet complete. 
a third point that we have been trying to investigate, 

and which we think is relevant in view of what we have had 
to face, is the amount of income taz: paid by the private 
businesses that sold to the cooperatives, so that we can 
make a comparison between that and what the managers of the 
cooperatives have paid in income tax. As far as we have 


been able to go, it appears -- I can only say this now -- 
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that there has been a gain in revenue because of the 
Salaries paid to the new managers, and we have a number 
of instances where there was loss before whereas now the 
manager pays income tax. 

I would respectfully request, in view of the wide 
publicity that has been given this Statement, and the 
arguments that have been based upon it, that the Commission 
obtain privately, through the proper officers of the 
Revenue Department, the amount of income tax paid during 
recent years by the private owners who sold their businesses 
to cooperatives. That is something that we cannot gete 

THE CHAIRMAN: It is something that we cannot ask for 
publicly. 

MR. FRANCIS: I said privately, my Lord, 

THE CHATRMAN: It would have to come through Ottawa. 
are you proposing to furnish us with a list of names, 

Mir, Francis? 

MR. FRANCIS: Yes, we have that prepared. We will 
furnish you with a list of the names -- fifty-nine or 
whatever it is -- and also with a statement of the income 
tax paid by the managers of these new businesses, and on 
| the basis of that list we request very respectfully that, 
through Ottawa, the income tax paid by businesses before 
they were converted be furnished privately to the Commission. 

THE CHATRMAN: That can be asked for here, and the 
local collector will deal with Ottawa and we can be given 
the information, possibly, without disclosing names. 

MR. FRANCIS: That is perfectly all right. The reason 
for the application, Mr. Chairman, is this, Although my 
argument is reserved for Ottawa, so far as the provinces 
I represent are concerned, a great many of the arguments 


i brought forward are based on the fact that there is resentment 
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and undermining of confidence. 

Our submission is that this resentment and undermining 
of confidence is due, not to the cooperative situation, 
but to the fact that false statements have been circulated 
through the press, and that has brought about a great deal 
of ill feeling. Statements of the kind that I am now 
bringing to your attention, Mr. Chairman, are having a 
harmful effect. As regards the statement about the hundred 
million, we have shaken that; but the fact remains that the 
circulation of such statements is Widespread. It is thar 


sort of thing that is causing resentment and if such 


Statements are untrue, then all arguments based upon them 
tend to be weakened. 

| THE CHAIRMAN: I would suggest that you put your app- 
lication in writing to the Registrar so that he may transmit 
it to the local collector, who will furnish the information 


to Ottawa and Ottawa will send it to us through such channels 


as they see fit. 
MR. THORVALDSON: I presume my learned friend is re- 
ferring to statements made by me. If 60, [ mieht say 2 


word or two about them, 


THE CHAIRMAN: We are dealing at the moment with the 
statement that 171 retail stores in Saskatchewan have been 
converted to cooperatives. 

MR. THORVALDSON: I am sorry, Mr. Chairman, I came in 


late and I just caught the tail-end of Mr. Francis remarks. 


THE CHAIRMAN: That chip will remain on your shoulder, 
Mr. Thorvaldson. 
MR. THORVALDSON;: I am prepared to discuss with the 
Commission any statements I have made at any time. My 
| learned friend in Edmonton spoke of wild statements. If 


| at any time he has reference to me I am Willing to come before 


tg 
. ah Bg Oe 
: . ¥ 
4 
a pe 4 
@. ¥ 
: Be L ; ‘ ‘D ! 
4 . ‘ . y 
Fe hy : t 
ay _, ts > } 
' - hb ted 
tak ed eee 
‘ oe y ; =i “Fe ‘ Mts es 
mets a : Ree : aay 
oJ ee ae = . 
, Bie bag 
y : 
; Ja uf hs fra © ¢ 
4 Cea %, . “i ‘ - 4 . ; 
3 ral ee 2 
ts mene] vd me 
‘ } ah ‘< if a 
: -* ey € : ms 
i i : ’ ; r 
é i oe # wie . a ! Cs 
+ H ie 3 ff . a 4 ; 
Py) * . ‘ ¢* 
q * ws 4 os 
- i 0 5 ee r a 
‘ so 
ey * Ae ae 
5 . , 
wy 4 7 > 
Fs 4 
: ” 
i . + - ida i 
r : ‘ 
‘ 
: S . - z A 
< . a ‘ : 4 { 7 
' ; 
' : 
4 ; 
2 . ‘ 
rm ; 
. 
dl r ‘ 
% A le 
S r : . brs oo coms 
" 
. . it « a 
mais : me 
~ = i ? . OK iit . 
: A i Ss erties he % 
ss i ; { i 4 ‘ed ? . afer ah, bow oars ¥} . os a * 
; Pad P 
7 ee AP ree 
\ 
i i : { Sage 
eer er ite: Ce eee 4 rene 
i t 1 f 
: : fs vet : S 3 ve ate tT? 
- ae i Paes arc r ' <i ‘ 
4 a 
; 
U + 
. ra ah af ae 
e we she yee / 
* 3 d be. he 
A at - \ f, : ,, - Aas > 
i * , OA. ae 6 ite ide ma 
‘ i : ont ; ¢ AY eas 
he : eB ronan! ue : Ps 4 fats 5 > : : 
* ls a al i eee Hehee z 7 aa mae , Prove eis a 
- t ' ) r 
t t yf ; 
, > ; 
eh ¥ ” . v rhs 
OLS rts mele ee aay, : 
‘ 
: . ast + - 
. Fea ee PALS r; ne es 
A : ne : ties a teenies we oe a f 
fee & “ Mi iybaere Te aera 2 art 5 
i att 
& ‘ 
~ D . 2 
4 x + . 
, J 7 “ 6 
5) ent 7. . ; ae . Pa ‘ Pa tak 
an Pee OF v = - a F M . 
‘ ra ve 1 
: ial giles - ; 4 ba I la i 
Et : o * ? cae : 1 1 2 - , : 
* Pyly 
+ . 
' rk. ~ beh tee 
: : * 
Bae 
aes Pon ¥ . -t 1 ik 
ne eT es ek 2 pie aca es 
bile, ¢ 4% 
7 4 & + 
. ate 5 taf ‘, 
1 - i e" Sas en. . 
Sh a e.g eel wnt - - 
Maen enim epee | aS eee! pee 
? a om 
i am ye Ape ah bop he 
© « ° D he - 
’ ; + f 4 7 
Ae f coin” { ) 


a Se c 


. oe wee 
a — 
ake’ ol 
a, 4 
Sere ats 
oy 4 * a 
t ‘ y 
7 an, 
: é ¥ . 
i , 4 
‘ . 
fix 
a, STE Ee 
+r) 
| 
See 
welt oh j 
{ 
Lo Ps 
i 
i ‘ 
rd th es 
y 
he al — < 


‘ena es 


B-1268 -1268- Mr. Thorvaldson 


the Commission and prove that what I have said is certainly 
not wild. If any statement I have made is incorrect it 
is at least based on information which I had very good 
reason to accept. It is not based on mere supposition. 
THE CHATRMAN: I am sure Mr. Francis will give you 
every opportunity. 
MR. FRANCIS: I did not use the word “wild; I said 
reckless. 
| THE CHAIRMAN: That may be as difficult to define as 
) cooperative. 
| General Manager, 
Saskatchewan Federated Co-operatives, 
| Limited, 


having been duly sworn testified 
as follows: 


BY MR. FRANCIS: 


ds dust before the brief is presented IT wish’ to ask 


you ohne or two questions. I understand that you came to 
Canada in 1911? fie YOSs 

Q- 4nd from 1911 you were farming in the Melfort area 
in north-eastern Saskatchewan? i WYO Ss 


Q- «and for the next twelve years you were manager of 


the Melfort Co-operative? A. The Melfort Grain Growers 


( 


Co-operative Association. 


Q. That was one of the associations organized under the 


cooperative legislation of the province? Ae’ Yess 
Q.- That was until 1931? A, Yess 
| Qe «and in 1931 you became manager of what was then the 


Saskatchewan Co-operative Wholesale Society Limited? 


| Qe And you have been manager until 19442 A. Yes. 
| Ye When you started you had three employees and you 


now have approximately four hundred? Ae YeOSs 
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Ve rh 1944 your position was changed. from manager to 
general manager. There are many departmental managers? 
ae Lene 

Q.- With regard to the preparation of this brief, will 
you tell the Commission the exact circumstances under which 
it was prepared and what authority you have to speak on be- 
half of your association. A. In order to keep the records 
clear, may I make this brief statement in explanation of 
what lay behind the preparation of the brief. 

The Federation is nominally owned by the 441 cooperative 
associations that are shareholders of the Federation, and 
actually it is owned by 60,000 or more individuals who 
| comprise the membership of these 441 cooperative associations, 

Had time permitted, the proper procedure would have been 
to submit to the member associations proposed submissions 


or synopses thereof; and they in turn, dealing with the 


matter at their annual meetings, would have made such 
suggestions as they saw fit for additions, deletions or 
corrections, 

This was obviously impractical and the responsibility 
therefore devolved upon the sixteen directors of the 
Federation. The general idea of the submission to be made 
was arrived at at the December meeting of the Board of the 
Federation and a committee was appointed and given the 
responsibility of preparing submissions. This committee 
consisted of the president of the Federation, Mr. Urwin, 
the solicitor, Mr. W. B. Francis and myself. 


Mr. Urwin, Mr. Francis and I completed the brief in 


accordance with our instructions, and copies of the submission 
were then sent to each of the sixteen directors by mai] for 
their information and comment. It being impossible for 


various reasons to hold the regular January board meeting, a 
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Special meeting oP das executive of the Federation, com~ 
prised of five directors, was called on January 16 for the 
purpose of considering the submission. 

At this meeting minor changes were suggested and the 
submission unanimously approved, and the other directors 
gave their approval by mail, 

It will be realized that, by the nature of the organiz- 
ational set-up of the Federation, the recommendations con- 
tained in the submissions to be presented, while being the 
considered opinion, of the Board of the Federation and, 
in its information, in accord with the views of the 
majority of the membership, cannot of necessity be construed 
aS reflecting the unanimous opinion of the members. For 
the information of the Commission I will give the names of 
the committee. They are: Mr. George Urwin, who has his 
head office in Saskatoon; Mr. McD. Rankin, Grand Coulee; 
Mr. V. C. Thomas, Milestone; Mr. James F. Gray, Naseby; 
and Mr. L. J. Bright, Bulyea, these gentlemen are all 
farmer's . 

MR. FRANCIS: There were two sources that were not 
available when the brief was prepared. On page one, in 
lines seven and erate the brief speaks of “statutes of 
Saskatchewan 1944 (second session)." The new Act had just 
been passed and we did not have the number of the chapter. 
That should be chapter 75 of the second session of the 
meeting of the legislature in 1944. That changes the 


name from "Saskatchewan Co-operative Wholesale Society 


Limited" to "Saskatchewan Federated Co-operatives Limited." 


On page twenty-three there appears an excerpt from the 
report of the Royal Commission on Price Spreads, beginning 


with the words: "It is our opinion that further development 
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of consumers' cooperatives in Canada would be a general 
benefit" and so on. The source of that is section 5 of 
chapter 7 of the report of the Price Spreads Commission, 
pago 219. I think you should have those Ssources,Mr.Chairman, 
All right, Mr. McKay. Will you please read the brief. 
THE WITNESS: (Reading) 

"Saskatchewan Federated Co-operatives Limited, 

Saskatoon, Saskatchewan 
Submissions to the Royal Commission on Co-operatives 


"These submissions are made on behalf of Saskatchewan 


Federated Co-operatives Limited, referred to hereafter as 
che Federation, a cooperative society deriving its wide 
powers from a special Act of the Legislature of Saskatchewan 


by which its incorporation was confirmed (Statutes of Saskatch- 


ewan 1928-29, Chapter 85) as amended by Statutes of 
Saskatchewan 1939, Chapter 98, Statutes of Saskatchewan 
1944, Chapter 105 and Statutes of Saskatchewan 1944. (Second 
Session). By the last amendment the name of the Federation 
was changed from Saskatchewan Co-operative Wholesale Society 
Limited to Saskatchewan Federated Co-operatives Limited. 

"This Federation's membership is limited to other in- 
corporated cooperative associations and was established and 
is operated to supply the needs of its member associations 
by financing their joint operations. 

"In trief, a review of the background to the establish- 


ment of the Federation is as follows: 


"As the first cooperative legislation, which is the 

| basis of cooperative development in Saskatchewan, a special 
Act in 1908 incorporated the Saskatchewan Grain Growers 
Association. During the years that followed, due to some 
extent to the assistance of the Grain Growers Association. 


' 

| 

groups of farmers throughout the province took steps to 
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establish cooperative associations. In 1913 The Agricultural 
Co-operative Associations Act was passed to enable these 
groups to become incorporated, and in the same year the Grain 
Growers Association obtained an amendment (Statutes of 
Saskatchewan 1913, Chapter 54) authorizing it to “act, as 
Keene for the purchase or sale of farm produce or supplies 

on behalf of any association organized under the Agricultural 
Co-operative Associations Act.' 

"After the new legislation was passed, five or more 
farmers could associate together as an incorporated assoc- 
lation with limited liability. The Act provided that each 
Shareholder would have the one vote regardless of the 
humber of shares held and that after paying interest on the 
paid up capital at a rate not to exceed 6 per cent, and 
setting aside a percentage as a reserve, the surplus was 
to be divided among the patrons in proportion to the business 


which each had transacted. In short, the Rochdale prin- 


ciples were incorporated into the Act. 


"In the years that followed hundreds of associations 
were incorporated and the wholesale business carried on by 
the Saskatchewan Grain Growers Association was expanded, 

The Grain Growers Association had been formed originally 

‘to further the interests of the grain growers of Saskatchewan 
in every honourable and legitimate way.' Trading was only 

One of its activities. The trading department was not wholly 
owned and controlled by the associations with which it did 
business and this did not prove satisfactory. <A group of 

29 local associations which survived the reverses of the 

early 1920's decided in 1928 to establish a cooperative 
wholesale owned and controlled by them, and the business of 


the old Trading Department was acquired by this new 
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organization, AS far as possible the Rochdale principles 
were incorporated into the Charter of the new Co-operative 
Wholesale Society, now known as Saskatchewan Federated Co- 
operatives Limited, 

"These submissions will be directed to the three main 
matters into which the Commission has been asked to enquire 
in the order in which they are set forth in the terms of 
reference. 

"(a) THE PRESENT POSITION OF THE FEDERATION IN THE 
MATTER OF THE APPLICATION THERETO OF TH? INCOME WAR TAX 
ACT: AND THE EXCESS PROFITS TAX AcT 1940, : 

"The Federation had been in operation only a short 
time when the Government of Canada in 1930 declared its 
policy with respect to the taxation of cooperatives. The 
Minister of Finance stated as follows when the enactment 
of Section -4 (p) of the present Income War Tax Act was under 
discussion: 'The intention is that bona fide cooperative 
organizations shall be exempt from the provisions of the 
Income Tax Act.' (Hansard 1930 p.2504), It was further 
stated eee the exemption would include cooperative stores 
run on the Rochdale plan. 

"It has always been assumed that the member associations 
of the Federation were exempt under the first part of Section 
4 (p) as long as their non-member business did not exceed 
20 per cent of the member business, 

"4s the ae on was formed for the purpose of 
Strengthening the financial position of the local associat- 
ions through pooling their purchasing power, it has also 
Deen assumed that the Federation was exompt under the last 


provision of Section 4(p) which reads: ‘This exemption shall 


extend to companies and associations Owned or controlled by 


such cooperative companies and associations and organized 


i 
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jam 
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for the purpose of financing their operations.! 

"Tm recent years, as the Order in Council P.C,8725 
recites, the effect of Section 4 (p) has caused a con- 
Siderable measure of uncertainty in the business of some 
cooperative organizations. Conflicting views have been 
expressed as to the meaning of certain terms and phrases 
in Section 4 (p) including 'like cooperatives', 'on a co- 
operative basis', ‘under an obligation to pay', ‘necessary 
expenses and reserves' and 'financing'. In view, however, 
of the clearly expressed policy of the government and the 
practice followed by income tax officials with respect to 
cooperatives, the Fedcration assumed that it was exempt. 
4S it appeared in 1940 that many points were controversial, 
the Federation together with other federations of cooper- 
ative associations submitted to the Commissioner of Income 
Tax a number of questions in order to ascertain the exact 
legal position. One of these questions was: ‘Does a co- 
operative association, incorporated under provincial law, 
lose its status as a cooperative under Section 4 (p) of the 
Income War Tax Act if it pays interest on the paid up 
portion of shares held by members?! In due course the answer 
was given to the effect that the cooperatives by paying 
interest would lose its status. Immediately, the Federation, 
although not agreeing with the ruling, not only discontinued 
the practice of paying interest on the paid up share capital 
of its members but it recommended to its member associations 
that they also discontinue the practice in order to conform 
to the provisions of Section 4 (p) as interpreted by the 
Income Tax Commissioner. The recommendation was in general 
followed by the member associations. 


"The Federation has never been assessed for income GAxKs 


ToT 
vob (ace 
MT 


i é . he S a 
v - 
— ‘ 
s i ; 
: BA 
) f ¢ ’ 
. - 
¢ ie Yate 7 y 
? i 
‘ss - , i 
' R i Filles vis a 
7 ey re = his a = 
< 3 5 
4 =. a ie Cian ‘ , fe 
Bie wy gargs ( = SRE ek Eats 1) ; 
the Nie ates ee See me a be ee : 
me ss a ; t ot f . é j a ues ae 
- - fe ee iE 1 i ay ari are a RE 
ae hs Se ae aes 3 1% y oe Pele th pe a Pa 
, Yy 
" . ee ee . a 
et ahi . ‘i j bi <4 BE ' te, ily Rae 
CET ‘ tbat © ‘ . 5. . EP a al t wa NT Ng he tad ly 
7 Fl < S 
i ’-e of is : ‘ < " r wf 
= m 2. “ * ie ie" ae ts ae He oto Ta + ti 
u ¥ to ; i a wer ele me 
’ “a ve L a ya eae * ’ aad . > ry) 
. # i : 
: , : 7 ee : ; , , i pig BA doe * pe i alee Se en ee 
aug a me ae ae . So ae re, S rie ae * but, } ca I hh on 
. — mer ; r ine ' " pa ae as . ce oe Het tad 4 tal af 
eo “te Gert ae % Eds dh kbs bee 7 q Z “” uC ae 
' ee ge ve 
. a. . P > »s ~ - - . *% vals = : ; ‘ 3 I . ao - 
hy : tA i i ee rh 4 4 3 iret ad Darel Sy RTs 1 ‘ t 1 Ss 
’ 
J 7 pag ee st P ~ matt . te oe + ee Oe oe a 
oA ee x ish bade wit Rasa " ‘ - i . ee me ~ = Dee 
Pa y " ¥ 
4 m7 ki A Fe “ : J 
yz r " : 77 B ': shy, 2h E 5 x 
iy ed : Z hm 7 . Se Rigg OM nS 2 : eis >i 
o . ' : 4 , Rt yn wf a hie ed en TE” gauge. ant ‘ « oe 4m 
at 4 ‘ “ ‘ C ig cage :) ae. ae nt Uh Per the tee ee 
‘ ( ‘ 
elem, y , By are ais r ae a: as Wy 2. A) gta eae we ib m 3 bec) ae ee 4 — 
: Re tees < RY 2 
: We * “ a a The Se 
bo . 
> d 5 ‘ \ + . 
Oo i - 4 oe AP ere te te heey ke Arr > et Bs 
inet 6. net : ee A ‘ ey Re Bae ee vr aH, a vee Ne 
t 
ee eats eh > 5 <h « sen te = ae we 
r 4 ‘3 Wie La . ie ms A 5 ae ¥ a. ely = * 
i : é — pt ok A _ 
' ™ ie : " oe me ay i ee , ~ «pas — ~~ 
s 4 3 , eu te, oe 
: A) ee rd os att ' Nee Re ec et sa) Me ay kai? “. vd) Fe Met opcnee nie oN 
ee. P ¥ er cas sale q 
se : 3 cease} . 
| ai Pet # asa i Beste * f 
ry + 
i @ if - . - a i 
r io A « tan ae aes NY 
ys ul Sy ic Ons a Aa a 
" way 7 dye Wee gt, © ah; " 4 ue 4 oa ‘ 
, 3 2 ’ ead s iter 
+ on, * * Aone ia J raat i uy fits r 
; iran HE es = ‘ 7. tay ete) ae 
m4 a a : haan a 5 aoe A H F 
~ eas : Su : ae vi Ti a ee ae te * 
é g es 
eho? . Ve é re Ap A Sir ti oe | gi as oy Pay et phy ee 
a lag e ee Ai: cae aid ee Re A eo i iw a t .. ee 
‘ , 
TF os fray ots patria FE Sk ge i 
“ ac . aie nS 4 ay oR & po A> i ackipipiie 
x A ‘ : : 
bth an His os a : Fe 4 . : a TY - me bs en ee . . 
Bevaitat uate Bt! hy mS ’ ft ve Te Aaa . ; ; ine Ge a sur * x 
. we is es _ a . ‘ 
Peli» 4 bee ite d F : gf Mia Bie 2 Ee , 
ef aren & BEALE Vow he . ones z . f £°, een a Ade eee ae oe Re : r 
A “vy . 7 . a 7 » . 
ee a galerie Pie | 4 5 : 4 ye soe “ P eee SP ie AS 
TARR ek - CMe x re 4 % te “ " > 
P . . 1 4 , i re fi 
i ar ae by ie oe Sau ch : ae fs oe A TR! 
3 We heed hs Z . a : ~ MG i humabyte ed Ay ut Bs patna, 
: — a a : B x : Se en 7 eS . 
. e + vi fs oat > : BAY 2 By 
a= 73 a " alee x é ; 2 r she ‘ ‘ 
=o ; Ds : Se x 4 ‘ Las Fh ty ‘ ee ee te . , 
2 F i td oe 7 ah. Re les : Le ns ad % Bah ores ! c 


5 fer iin 6G ‘s Pe) ‘ alge Wee oa: R ¢ 
rac ; Ee Mor weeks ee ae ae Piet Ge Mae eee Rf 
me Puktins & : : 
5 PRP ws KOK or = ee a oe ae | f 
Ce a ee et oe ee ? a ot S » oe ra 
me Ke ee we ae nage oy Te 7 y P yon = 
Ne XK 4 5 ¥ - . ih pe go) alee ¢ 
oe, uP peek ee es | Sees : = te he Gy oe ter lek aR cst PL ie > ' o Mg 


B-1275 -1275- Mr. McKay 


"The Federation has, when in doubt, endeavoured to 
ascertain its position and at all times to meet the require- 
ne mpl or! Secti di 4 “(p), inh Toasted dh! upenated WeentA 
the spirit of 4 (p) and if not strictly within the letter 
of the clause, it is because the clause ig not clear and 
not in conformity with the intention of Parliament at the 
time it was enacted. 

"(b) THE ORGANIZATION AND BUSINESS METHODS AND THE 
OPERATIONS OF SASKATCHEWAN FEDERATED CO-OPERATIVES LIMITED 
AND RELEVANT MATTERS. 

"Ae Organization. 

"This may be dealt with under twa headings: 

(1) Local cooperative associations. 

(2) Association cooperatives and subsidiaries. 

"1. The Federation is owned and controlled by co- 
operative associations either incorporated under The Co- 
operative associations Act (Cap. 179 R.S.S. 1940) as 
amended or the acts which it replaced. To fully understand 
the purpose and structure of the Federation it is necessary 
to examine briefly the purpose and structure of the member 
associations, one of which is hereafter referred to as the 
association. 

"Any five or more persons who desire to associate them- 
selves together as a cooperative, for the purpose of es- 
tablishing and operating a cooperative business or enter- 
prise, may apply for incorporation the granting of which is 
in the discretion of the registrar. If the request is reason- 
able, considering the objects, the interest in the venture 
and the absence of a similar cooperative in the same district, 


the application for incorporation is usually granted. The 
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association may be incorporated with or without share 
capital. The nesohiatian is granted wide ancillary powers 
in addition to its main objects which usually include 
rendering services of a pecuniary value to its members. 

"One of its ancillary powers is to hold shares in any 
association, society or company established under Saskatchewan 
law having similar objects to a cooperative association, 
and with the written approval of the registrar of cooperat- 
ive associations, it may hold shares in a Dominion company 
with similar objects. It is because of this power that 
an association may acquire shares in the Federation. 

"Contrary to the general rules of law, an association 
as power to buy its own shares and a member, at mestings, 
has one vote only regardless of the number of shares held 
by him. 

"Perhaps the most important provision applicable to 
associations is the following: 

"1, The directors, after paying expenses and making 
proper allowances for depreciation, shall apportion the 
surplus arising from the yearly business of the association 
as follows: 

"(a) by setting aside not less than ten per cent 

of the surplus for a reserve fund and so from year 

to year util the reserve fund is equal ‘to at least 

ten per cent of the total assets of the association ag 

shown in its audited financial statement for the fiscal 
year; 

"(b) in the case of an association having capital, 

if the supplemental bylaws so provide, by peying 

interest on the paid up capital only, at a rate not 


exceeding six per cent, per annum; 
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"(c) by setting aside not more than ten per cent 

of the surplus as an educational or community fund. 

"2. The remainder of the surplus shall, subject to 
the provisions of the bylaws, be divided among the members 
end patrons in proportion to the volume of business which 
they have done with the association. 

"With reference to Clause (b), as pointed out earlier, 

| the great majority of associations do not now pay interest 

On Share capital, 

| "In subsection (2) the words ‘subject to the provisions 
of the bylaws! require comment. An association is given 
great latitude in regard to bylaws. Under the Act an 

| association may pass supplemental bylaws, inter alia 

providing -- 


| ‘that, before the distribution or applicat 


- 


Onn OF 
dividends due to a patron or member, there may be 
retained. a portion: of the net Surplus not to exceed 

15D per cent for any service or services tobe supplied 
by the association or for fees, grants, assessiuents 

or other payments to be made to any company, association 
or society of a cooperative or mutual character 
Supplying any service or Services, provided: that-full 
particulars thereof shall be set forth in the supplement- 
al bylaws; 

that all dividends Or any portion of the dividends due 
to members may be retained for and used for any purpose 
of the association, and that dividends retained may 

be paid to members at such time and in such manner 

as the directors may determine; 

that the scale of dividends due to patrons or members 


may vary as between the different kinds or classes of 


{ * 
Mis 
— 
v 
- 
H 
f eso 
yy, 4 a 4 y 
| 
7 
Ys - 7 . » 
y ¢ 
Slike Gaye - : 
rary ~ % » 
7 maf 4 . 
* yey 4 
- F; pe 
7 * by i . a ¢ 
Se Ae B 4 Heh 
x ro Uf ‘ cag aes Bay (oe 
iT . :) - b 
i 
_ 
J 
~ 
' 
ot 
ay : a : , , 
" te 
> 
ne 
bs . 
1 
- > :' J i 
A 
4 7 \ rae “oyna 
maa es pos 
- ean ae , 
P . . 
a S ‘ 
© a, y 
. 
+ oe 
eae hs . 
i ae Li Wt pe eT 
Tag, Cae a . “ 3 ; 
4 ie 
> ~ , 
oY s rn ‘ 
a hes, ea . i 
: Pa hr s, 
’ 
tthe a - nd Crass q 
ig Pat: ‘ id 7 Ds Sal 


ve 


ce 


= 


t 
6 
‘ 
ake 
on 
Laan al 


B-1878 


-1278- Mr. McKay 


commodities purchased by them from or sold by them to 

the association or services obtained by them from the 

association, in such proportion as may be determined 
by the directors; 

that the directors may declare that no dividend shall 

be paid in respect of such commodities or services, 

Or kinds or classes of commodities or Services, as 

the directors may determine: 

that the scale of patronage dividends paid to members 

may be higher than that of such dividends paid to 

patrons; 

that no interest or no further interest shall be paid 

On the capital stock, 

"It will be observed that the disposition of the 
dividends are under the control of the members and they may 
decide to have the surplus distributed on a patronage basis 
or used collectively for some purpose of the association. 

"To summarize, it is submitted that recognized co- 
Operative principles of one member one vote, open member- 
ship, limited returns on capital and the distribution of 
surplus on a patronage basis have been grated into the Act 
and that associations operating under it are truly co- 
operative in character. In other words, associations under 
the act are simply convenient agencies by which groups of 
people in the province of Saskatchewan supply themselves 
with goods or services on a cooperative basis, 

"Saskatchewan Federated Co-operatives Limited is a 
federation of these associations. As pointed out, the 
Legislature in 1913 empowered the Saskatchewan Grain Growers 
association to act as agent for groups of farmers through-~ 


out Saskatchewan. The present Federation, which is the 
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the successor to the Saskatchewan Grain Growers Associaticr, 
was eStablished by incorporated associations to serve them 
and strengthen their financial Doel Tons 

"The relationship of the individual association to the 
Federation is almost identical to the relationship exist- 
ing between the individual member and the association. The 
organization of the Federation was merely one step further 
in the efforts which the individuals were making to satisfy 
themselves with goods and services. The individual members 
of an association were limited in what they could under- 
take, They could distribute coal but could not buy it 
irom the mine and could not MIN Gy Collectively with oth- 
er associations they could do both. Locally they could not 
mill flour for themselves; combined through the Federation 
they could finance such an Operation. Individually they 
could distribute petroleum products but only collectively 

could they refine such products. 

"TO meet the €rowing demands of its member associations 
which are actually the demands of individuals reflected 
through their organizations, the Federation requires and 
has been given wide powers. The Federation is authorized 
to carry on, in accordance with the cooperative principles, 
business as wholesale and retail purchasers, vendors, traders 
and dealers, manufacturers, processors, millers, miners, 
refiners, canners, lumber and wood cutting operators, 
producers, importers ana exporters of and in goods, wares 
and merchandise of every Kind and description, 

"The Federation's nominal Capital is $1,000,000 
dividend into 4000 ordinary shares of ~LOO each and 600,000 
preference shares of $1.00 each. Only ordinary shares have 


been issued, largely for voting purposes, and no preference 
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Shares have been issued, 

"The Federation is controlled entirely by delegates 
elected or appointed by the member associations. The number 
of delegates depends on the volume of business done by the 

; association which they represent and each delegate has one 
vote only. 

"The Act provides that the surplus earnings in each 
and Seer yeer shell, subject. to the provisions ‘or the by- 
laws of the Federation, be distributed as a patronage 
dividend among the patrons of the Federation in proportion 
to the volume of business done by guch patrons with the 
Federation in such year. 

"With respect to distribution of surplus, the bylaws 
provide: 
'The Federation shall, at the end of each 


financial year of its business, apportion the 


Surplus arising from the business of the Federation 
for such year as follows: 
by setting aside not less than five per cent of the 
net surplus for a reserve fund, and the remainder 
| of the surplus shall be divided among the members 
of the Federation in such manner as the Board of 


Directors shall determine, having regard to the volume 


and kind or class of the various commodities purchased 

by them respectively from the Federation during the 
period to which such division relates; provided 

further, that the Board may determine the manner and time 
of payment of such surplus and may retain the whole or 
any part thereof to assist in adjusting from time to 

time the amount contributed by each of such members 

and the members thereof to the funds of the Federation 


to provide the working capital thereof, on such basis 
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as the Board shall deem just and equitable.' 
"Under its wide ancillary powers the Federation hes 
power to hold shares in any ccoperative having objects 
or engaged in any business or transaction Sims Larsro” cae 
objects of the Federation or in any business capable of 
being conducted so as to directly or indirectly benefit 
the Federation. | 
"Under this power, the Federation through holding 
shares controls wholly or in part a number of cooperatives 
including those dealt with under the next sub-heading. 
"Ze ASSOCIATED CO-OPERATIVES AND SUBSIDIARIES 
CONSUMERS' CO-OPERATIVE REFINERIES LIMITED 
"This Association was first incorporated under The 
Co-operative Associations act and subsequently its incorp- 
oration was confirmed by Cap. 124 Statutes of Saskatchewan 
1936, which has been amended fren time to time. It was 
established by a group of cooperative associations to re- 
fine and distribute petroleum products. As a local assoc-~ 
lation could not itself finance the building and operation 
of a refinery, a number of associations united as there 
was an unjust demand from the farmers of southern Saskatch- 
ewan for petroleum products suitable for their use at a fair 
price. The method by which the Refinery was controlled, 
and the manner in which its surplus was distributed, were 
Similar to that of the Federation already described, 
"is the Refinery was a new type of endeavour, involving 
processing, the Income Tax officials at first contended 
that it was liable to pay tax. Submissions were made on be- 
half of the Refinery including the following: 
"(a) That it was a farmers! cooperative within tho 


meaning of Section 4 (p). 
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"(b) That the local cooperatives through which the 

products of the Refinery passes, function merely 

as the corporate agents of their constituent members 

to pass on to them Savings effected on their behalf 

by the Refinery. 

"(c) That the Refinery in its operation did not 

make profit or gain and at common law was not 

taxable, 

"(a) That the Refinery was an association owned or 

controlled by cooperative associations and was 

organized for the purpose of financing their operations. 
It was finally conceded, by the taxing authorities, that the 
Refinery was not required to pay income tax. 

"The Refinery had a rapid growth, meeting in a great 
measure the increasing demand of its growing membership. 
By 1944 it was to a great extent Serving the same individ- 
uals, owned and controlled by the same individuals as those 
who were served by and owning and controlling the Federation, 
which until 1944 was called the Wholesale, The Wholesale 
and Refinery by agreement amalgamated under one central 
control. 

mathe shares of the Refinery, previously held by local 
associations, have been acquired by the Federation which 
controls the Refinery and is itself, as before explained, 
Na eee by the member associations. 

CONSUMERS! CO-OPERATIVE MILLS LIMITED 

"This association was organized in 1939 for the purpose 
of acquiring and operating milling facilities, It is owned 
and controlled by the Federation and its Charter contains 
the usual cooperative features. Its incorporation was 


confirmed by Cap. 116 of the Statutes of Saskatchewan 1940, 
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INTERPROVINCIAL CO-OPERATIVES LIMITED 

jy Ce a Dominion company whose Letters Patent con- 
tain the usual cooperative features, such as already de- 
scribed. It was incorporated in 1940 but has not engaged 
in business to any great extent. 

"It is owned and controlled by the Federation and 
Similar cooperative wholesale societies in other provinces « 
it was established with a view to enabling the Federation 
to join with similar eccperative organizations to ‘carry on 
trade in Canada and elsewhere on a cooperative basis, and 
ecnerally to Carry on, On ‘such basis, a wholesale and | 
retail business as exporters, importers, manufacturers, 
producers and other busineases.! Consideration igs being 
given to possible joint arrangements with producer co- 
operatives. 

NATIONAL CO-OPERATIVES INCORPOR.ATED 
and 
FARM MACHINERY CO-OPERATIVE INCORPORATED 

"These are American companies organized on a co- 
Operative basis. They are owned and controlled by the 
Federation and similar cooperative wholesale societies aha 
Canada and the United States. They are instruments for co- 
ordinating the demand by members of cooperatives throughout 
the North American continent. 

BUSINESS METHODS AND OPERATIONS 
"Development: 

"The Federation commenced business in 1929 with 29 
member associations, and at March 3lst, 1944 the number of 
its member associations was 441, Its actual paid up capital 
at March 3lst, 1944, was $44,100 and members! deferred 
dividends of $289,755.19, making total members! equities of 


$333,855.19, which constitute the working capital of the 


Federation. 
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"During its fifteen years of Operation fron January 

st, 1929 to March 3lst, 1944 the total volume of business 
transacted amounted to $20,077,002.44. Nett savings after 
proper allowance for depreciation of fixed assets, provision 
for bad debts and special twine price reserve were 
022,208.50, This was applied as follows, $51,840 to 
Fixed Reserve, $18,484.07 Interest on Share Capital, 

$17,896 to the Employees Savings and Superannuation Fund 

and the belance allocated to the Member Associations. 

"A summary of the operations of the Federation to 
March $1, 1944, the date of the last official audit, is 
set forth in Tables ‘tA! and 'B! appended hereto." 

I would like to submit an amended Table "Bt, The 
original Table "Bt @id not convey the information as we 
wished to have it put before you. This amplifies the 
Statement we have there. The set-up is pretty much the 
same; that is to say, the year is the sane. The total 
sales can be..seon in the old Table “BMY We hod this gene 
so that the total savings shown in column 1 would balance 
with the allocation of the columns all the way across. 
Continuing: 

"The amounts under the headings of Fixed Reserve 
and Binder Twine Price Reserve have not been allocated to 
the members. The latter item of $12,500 is made up of 
p6,428.25 set up from 1941 earnings and a further $6,071.75 
from 1942 earnings, and was largely an amount realized from 
an advance in price on inventory carried over from the 1941 
Twine Season, and in anticipation of a possible future 
price decline, was specifically reserved for this contingency. 

"Table 'A't shows the value of the Fixed Assets at 


cost, the total depredation credited by years, and the nett 
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book value at the end of each financial period. Surplus 
equipment taken over at the tine of purchase of the assets 
of the Trading Department were subsequently disposed of, 
this being the reason for the decreased value shown in the 
early years. 

weadle ‘Bt shows the Sales, Provision for Bad Debts, 
Fixed Reserve and Interest paid on Capital by years and 
the totals of each of these itens for the 15 year period 
ending March G1, 1944. 

"Interest on share Capital at the rate of 6 per cent. 
was paid for the years 1929 to 1935 inclusive, and at 3 
per cent for the years 1936 to 1940 inclusive, Since that 
time no interest has been paid on share capital. The total 
anount paid out as interest on share Capital since the 
inception of the organization wag $18,484.17. 
"Method of Financing: 

"The Federation has been mainly financed and its 
growth made possible by the member associations agreeing to 
leave their savings with the organization for the purpose 
of providing the finance necessary to furnish additional 
Services which they desired, 

eIie policy from the inception of the Federation was to 
allocate the savings made each year to the member associations 
in accordance with the volume of business from each member, 
In the early years patronage dividends were creditéd to the 
menbers' share capital account. This was in accordance 
with the bylaws then in force, which required each member 
association to subscribe for five $100 Shares, the minimum 
cash subscription required On application for membership 
being $100, and in no instance was this exceeded, This, 


of necessity, left the member association still owing 
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$400 on the shares applied for by it. The bylaws were 
subsequently atiended to provide for large cooperatives to 
hold up to $1,000 in share capital. Interest at varying 
rates was paid on share capital. The bylaws then called 
for interest on share capital being paid at a rate not 
exceeding 6 per cent. Members of cooperatives had always 
regarded share capital as a contribution a a common fund 
to be used for the purpose of supplying facilities rather 
than as an investment. This idea was reflected in a new 
method of financing which evolved. 

"Instead of building up share capital it was decided 
to limit the shares held by a member association in the 
Federation to one share of the value $100, on which no 
interest would be paid, and set up the additional equity 
over and above this amount as deferred dividends under what, 
in cooperative parlance, is called the Revolving Door metnou 
of financing. This policy was inaugurated in 1940 and 
has been in effect since that time, and no interest has been 
paid on deferred dividends so retained, 

"The basic idea behind this method of financing is that 
each individual and each individual association, in order to 
achieve equity, should furnish the necessary capital to 
finance his or its demands upon the cooperative organization 
that is required to furnish a desired service. 

"The member associations decided to use the savings 
credited to them for the years 1929 to 1938 inclusive to 


furnish the capital necessary to provide the various services 


A 


lesired by the members. «At the Annual, Meeting held in 1939 


O 


it was decided that deferred dividends to the eredit of 


member associations for the years 1929 and 1930 be paid 


out that year. In 1940 deferred dividends for the years | 


1931 and 1932 were paid, in 1941 deferred dividends for the 
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years 1933 and 1934 were paid out, and, in 1942 deferred 
dividends, credited on 1935 and 1936 purchases, were 
retired." 

I have taken these cases at random showing how the 
dividends were credited by years and the dividends that 
have been paid up and the balance that is still the equity 
of the shareholders in the organization. Column 1 shows the 
ancunts credited each year from 1929 to 1943 and the figures 
in brackets Gown the side determine when these were paid out. 
These ars amounts credited and repaid. In 1939 we repaid - 
p02. In 1940 we repaid $112, in 1941 $113 and in 1942 
$206y254. 01) d@ netsthink I. needugo into: further setailein 
that connection. The same applies to all the different 
associations. Continuing: 

"£t the 1943 Annual Meeting the delegates unanimously 
decided that in view of improved economic conditions savings 
aceruving to the members could be used to good advantage 
end shouldsbenpoetained for expansion of services to. the 
iembernaseociations. No deferred savings were, thererore, 
paid out during the years 1943 or 1944. 

"Under the terms of the agreement between Consumers! 
Co-operative: Refineries and the Federation, at the’ time of 
analgamation, 1956 and 1937 ceferred dividends will be paid 
cut during the year 1945, and it is planned to operate the 
business of the amalgamated body, the Federation and its 
subsidiary Consumers’ Co-operative Refineries Limited, on 
the nominal share capital cf $100 from each member association 
vlus seven years deferred dividends." 

In the paragraph I have just read, the "1936" has to be 


deleted because it is already paid out. Continuing: 
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"Operational Methods. 


"The Federation was organized primarily for the purpose 
of financing and providing a more econoriical service for 
the menbers, than was at that time being given, to eliminate 
what were considered unnecessary distributive costs, and 
ultimately to supply the members with such goods and services 
as could be furnished to advantage, having in mind the physical 
handling of merchandise and ultimately processing or manufact- 
uring, where considered advisable. 

"Business at all times has been restricted to as great 
an extent as possible to the members, and expansion of the 
activities has at all times been in response to a demand fron 
the members for increased or additional services. 

"In the early years, services rendered by the Federation 
were limited largely to bulk farm supplies such as binder 
twine, coal and wood and petroleum products, these commodit- 
ies being purchased from the manufacturers or operators on 
the regular wholesale basis and with shipment didrect to the 
local cooperative. As time went on various other lines were 
added, and in some instances inventories were carried for the 
service of the members, and as at October 31, 1944 the 
actual inventory of merchandise at Saskatoon and Regina was 
$524, 883.6 

"The cooperative method of doing business met with some 
considerable opposition from existing business concerns, and, 
as a result of refusals to supply commodities through the 
Federation or on such a basis as would permit of merchandise 
being handled to advantage, the cooperatives were forced 
into certain phases of activity that might not otherwise 
have been engaged in, or, at least not for some considerable 
time. Illustrations are the refining of petroleum fuels 


and coal mining activities. The operation of Consumers! 
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Co-operative Refineries Linited, which is now a subsidiary 
of the Federation, has been dealt with previously. 

"Due to the attitude of a number of mine cperators 
and their refusal to supply coal to or through the Federation 
on a satisfactory basis, steps were taken to ensure the 
needed supplies, this by way of assistance in financing of 
the opérations of several mines, with the result that a 
reasonable continuity of supplies has been made available 
to the member associations. 

"The Federation now owns approximately a fifty per cent 
equity in Hy-Grade Coal Mining Company Limited at Drumheller, 
which company is operated on a similar basis to other mines 
Lo Chevverea, roughly alt of the output of Snlevmiiewes 
distributed through cocperatives, with the balance through 
the private trade. As with many other tines, operations have 
hot been sufficiently profitable that excess profits or 
income tax have been assessable. 

"The membership of the Federation is comprised of two 
cLstines types of cooperative association, in @o Tareas tie 
organizational set-up is concerned, but both types adhere 
to recognized cooperative business practices and principises. 

"All of the members are cooperative associations 
organized under the Co-operative Associations Act of the 
province of Saskatchewan.” 

There is a question about one. 

WR. FRANCIS: I think“it is reorganized, 

THE WITNESS: Continuing: 

"One group operates on a wholly autonomous basis with 
the conduct and control entirely within the group, whereas 
the other type delegates to the Federation certain functions, 
but in both instances the control is vested in members of 


the locals. The second group is commonly referred to as 
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affiliates of the Federation, and, under an agreement, haves 
vested in the Federation advisory and Supervisory functions, 
including the general Supervision of the business and 
accounting and auditing." 

We did not actually do the auditing. «That bs done 
through an auditcr of the Federation, but it is funneled 
through the Federation. Continuing: 

"The latter type of association wag developed primarily 
to protect and safeguard the interests of the local member, 
the welfare of the local association and the Hederavion.. 
and with a view to correcting weaknesses that had previously 
been apparent in the wholly autonomous associations re- 
sulting in numerous failures. Unlike a chain system type 
of organization, the affiliate plan is flexible as the 
agreement permits any association to withdraw on thirty davs! 
netice at any time. 

"a major funetion of the Federation has been to assist 
in the financing of the member cooperatives. This has been 
by way of the carrying of inventories for the service of 
the lienbers and the extension of certain trade terms which 
involved very substantial financing. The extent of the 
financial assistance provided is set forth on Table 'c! 
appended hereto. 

RECOMMENDATIONS 

"The Federation recormends that when individuals organize 
their purchasing power through cooperatives, owned and 
controlled by them and operating according to the co- 
operative principles referred to, the savings on member 
business should be exempt from income tax and excess profits 
tax if such savings are allocated or paid to the nenberg 


approxinately in proportion to the patronage contributed by 
each, ° 
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This should apply irrespective of whether the cooperative 
is local in its scope, or is a federation of local co- 
operatives or is a subsidiary of cooperatives owned and 
controlled by cooperatives with the surplus accruing to 
the members of the cooperative on a patronage basis. Any 
portion of the earnings of a cooperative accruing from 
non-member business should be subject to the usual taxavion 
imposed on profit business. The following would appear 
to be a reasonably adequate definition of a cooperative as 
used in this recommendation. 
"A cooperative is --~ 
"(1) An association incorporated or unincorporated, 
with or without share capital, of individuals who are united 
to satisfy their needs as producers or consumers, which 
for that purpose conducts enterprises and performs services 
for its members, which association: 
"(a) is controlled by its members, on the basis of onc 
member, one vote; 
"(b) if it is incorporated with share capital and 
pays interest on such capital, restricts the rate of 
" interest thereon to not more than 6 per cent per annum. 
"(c) Operates to provide service at cost for its 
members, or for its members and patrons, and in so 
doing, periodically pays or allocates for payment 
to its members, or to its members and patrons, in 
proportion to the patronage contributed to each, all 
monies remaining in its hands after payment of all 
costs, expenses, interest to shareholders if any, 
and after providing for necessary reserves. 
or (2) An association incorporated or unincorporatec, 


with or without share capital, formed for the purpose of 
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furthering the objects of cooperatives as above definad. 
which: 

"(a) is owned and controlled by cooperatives, or 

"(b) operates solely as an agent for cooperatives, 

and 

"(c) follows the principles set forth in sub- 

paragraphs 1 (b) and 1 (c) above. 
"WHY CO-OPERATIVES SHOULD NOT BE TAXED. 

"Two or more individuals often combine their efforts 
to do something for themselves, such as erecting a fence, 
cutting and hauling a supply of fuel, putting up hay, 
providing shipping facilities. That is cooperation in its 
Simplest form. It is to be encouraged as it is of mutual 
benefit. The burden on the individual is lightened; 
Savings are made. There is no income or profit in a business 
sense. The principle is identical where larger groups of 
individuals cooperate to supply themselves with goods and 
services. When the people in a community organize a co- 
Operative, they are in reality forming a partnership, 
They benefit to the extent they supply their needs through 
the association. As the supplying of human needs became 
more complex the type of organization required has changed, 

- For instance, in so-called profit business, where a group 

of more than twenty associate together for the purpose of 
carrying on business, they are required to become incorporated. 
in a cooperative the incorporation does not alter the nature 
of the undertaking. Regardless of the creation of the 
new legal entity the nature of the orgenization is more 
like a partnership. In the complex society which has evolveed, 
the new entity is merely one of the convenient facilittcc 
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which the members require to effectively achieve their aims. 
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It has the advantages of continuity, it has features which 
are convenient as it can easily sue and be Sued, and is 
feta adapted to its changing directors and membership. In 
the Federation there is in effect a partnership of individual 
associations. The individuals still control although by 
necessity, through delegates, in view of the wide area served 
by the Federation. The Federation actually serves the 
individual members; it has no other purpose. Groups of 
individuals do not find it practicable to personally attend 
to the details of the cooperative venture as they would in 
building a line fence or erecting a community machine shed. 
Instead they appoint agents, they provide certain facilities 
to serve them locally and others to serve them in the whole- 
Sale and manufacturing field. The latter are those owned 
nominally by be» Federation... The. factitheat titie te goods 
is first acquired by the Federation then passed on to the 
local association and then in turn to the individual member 
does not alter the true nature of the transaction, The 
fundamental distinction between the Federation and the 
ordinary business is that it was not organized and does not 
operate to create profit revenue but to increase the ec- 
onomical operation and usefulness of the member associations 
which in reality are the individual members. 

"Where a corporation is established for the purpose 
of making a profit, the net revenue is income. In the 
.Federation the net revenue is an overmmharge belonging to the 
member associations, which are actually the members then- 
selves. In so far as the Federation is concerned, there is 
No profit or income and therefore nothing taxable. Ine 
incidental to its main purpose, the Federation does, either 
through necessity or choice. engage in business with non-= 


members and thereby derive a profit, the Federation concedes 


_ 
fess bay A 


- as 


rs aie : a 


a: wih NA 


Wis mith oi Ph a 


q ta raw. 2M” ia GARI Hate MeL SY ol ceaees aay a: a 
sr St 
“Er 


+ 


TY a Das ae | WS 


Were - 


eae. on. 7 


: ~ 
: 


ede Bite ote! 


ete hea 


Pe als 


ve \* need ne nee 


Sari 


Ceri t aa 


7 i re We. 
lakes abe 
| 7 ue ae oa i a a ee eer eee eee a fr ian pr 
ae Le t, ‘ 2 Ue pe bet BaD Poe ot Sy Adare g ane 
td } : | . | 
, SAB eee AE as 
a0 : ‘ wiz Baas fos 64 
. J age “ oa conn ws ¢ ,. 
i es BG So he nee ta | athcoge 
a ‘ ; : ¢ . 


ee eee exexes le ee eta! ote os) 
A : geri CO meee mn Su aine r op yan te) sel “0, € Sapo 
= : IMs 
r 
» . 
4 wees S re A os 
aes ee c re 
hee Ah se a A 3 ee 
ae 
i, 
ie 
vp a Rana Hida pais pam Ue ape. ty a ‘ 
d * a Af me a Gis ‘ee i et A # 
Ry iy Bese: Hv ee Oe A CE EAD Fiat inl) Pe ge Neg ge 
i 
> y 
af 


B-1294 


-~1294- Mr. McKay 


that it should pay tax on such profits as arise from non- 
member business. 

"The policy of the Dominion and Saskatchewan govern-~ 
ments has been to encourage the establishment of cooperative 
enterprises, Declarations to that effect are substantiated 
by legislation such as the enactment of Section 4 (p). 

Relying on that encouragement, the people of Saskatchewan 
have put forward tremendous efforts to help themselves 

rather than relying on other agencies to help them. The 
policy of the Federation to date has been to supply soods. 

and services at competitive prices, providing such were fair 
and equitable. The imposition of a tax would tend to dis- 
courage such useful cooperative activity and tend to encourage 
the adoption of unsound business methods by cooperatives. 

"It is submitted that benefits derived from cooperat- 
ive activity include the following: 

"(1) Increased savings in the hands of individuals 
enable them to meet their obligations, to become more self- 
reliant, and results in providing a higher standard of Living’. 

"(2) Proving a useful curb on other businesses. The 
report of the Royal Commission on Price Spreads, which made a 
careful survey of Canadian business a few years ago, stated -~ 

tio 18.0ur epinion that. further development of 

consumers' cooperatives in Canada would be a general 

benefit, introducing a restraining influence on 

the practices of other merchandising organizations 

and assisting in consumers! education which we feel 

is most necessary,! 

(3) Cooperatives are established and operated to 
meet a known and organized demand and for no other purpose. 


It is therefore submitted that since production and 
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distribution are closely related to consumption, the de- 
velopment of cooperatives unhampered by taxation, tends to 
minimize the danger of periods of over production followed 
by business disruption and unemployment. 

"(4) In the province of Saskatchewan the educational 
advantages derived from the democratic operation of cooperat- 
ives has been particularly noticeable. The assistance given 
in consumers' education was noted by the Royal Commission 
on Price Spreads," 

MR. FRANCIS: I presume my learned friend wishes to 
examine the witness, but I can proceed if he prefers. 

MR. PARKER: Whatever you Say. 

MR. FRANCIS: I will follow you. 

BY MR. PARKER: 

4» tl am going to ask you two questions in the reverse 
order to which you read. I begin with page twenty-two at 
the bottom of the page where you say: “It is submitted that 
benefits derived from cooperative activity include the follow- 
ing; (1) Inereased savings in the hands of individuals 
enable them to meet their obligations, to become more self- 
reliant, and result in providing a higher standard of living." 
Isn't that equally true of dividends paid out by ordinary 
limited companies -- any moneys which they disperse through- 
out the community? A. df they 26 -aextie ee people, 

Q- Wherever they go, do they not enable those who 
receive them to discharge their obligations? Ae They dontt 
g0 LO thé right place. 

Q. No matter to whom thev go, Do you agree with that 
suggestion? <A. Well, yes and no. 

Q-To what extent "yes" and to what extent "no"? To how 
much do you say yes? A. If the individual were badly off 


it would help him to meet an obligation. If he had lots of 
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money in the bank it would not help him. 

Qe You have heard of shares held by widows and orphans 
and how they suffer by dividends being taxeaqT A. Yess 

Qe Then it is true to the extent to which shares are 
so held, and to that extent your answer is yes? 

dhe Dividends will increase the purchasing power of anyone, 
whoever gets them. 

Q- You say on the same page: “The imposition of a tax 
would tend to discourage such useful cooperative activity 
and tend to encourage the adoption of unsound business 
methods by cooperatives." What do you mean? That they are 
going to change their method of operation completely? 

A. There is that danger, 

Qe What is the change you threaten us with? Tell US « 
Av ad Would Hardly like you to Arar it as a threat. 

Qe i withdraw the word threat. But what is the nature 
of the change? A. We know what has happened in the grain 
business, 

Q Tell us what you have in mind, what the unsound 
business methods are. A. What I had in mind as to what 
might be done would be price cutting. 

Qe Does the ordinary consumer suffer by that? 

A. No.- I have not heard him squeal, 

Q- Perhaps it would be a good thing to have price 
cutting? Ags We dontt like it in business, 

Q- The man who has to pay likes ite A. He consumes 
too. 

BY MR. ELLIOTT: 

2. Mr. McKay, I am interested in getting your experience 
and bringing it to bear on the problem of what constitutes 
good business methods and how far cooperatives are likely 


to gO in certain directions and how far it would be wise to 


Rc 
aye! 


Caf 
ay ee Tigh woe 
LUA eae 
a P| vr 


aac : 4b or i 
eg artes An 


<bean teS a 

. oe jee a 
oo" icity wie or war ‘ et a 
a BL twin THOU, rin itt oe a8 


‘Coe ea Cae he ec 6 tin Sti Baie acd thers 

. piste are Sian Ake | : Ay 
te Ss) | Sen, he : | = 
Gun eo hs a eee Se Be ye , et ae i ‘i ie to 
a Pree ee apes pane il jie be" st Hee 
" ! ~ 7 ‘vn 


bya SO es Soot oe - , eee ry i lind as 
meres ar enone Se. TEP Pee | ahaa Ect ic reaping B fy ay: baat | sail 


% . 4 ; ; te: 


i Neti a ie of ne eet he 
4 ©. 4 g AA . 
{ Ses § 0. . * 4 * Me os 
hae CMA RO) Ma eite art Nr oi or on bits 
, , 
i 4 f F “7 + vs 4 
| ‘ P : r 
; ie Ya ‘| t 7 . jf % 
. 
2 ~ ’ 
‘ - a nts i 
é nt rh ‘ ty - aie See a a 
« i jl : er ieee, i“ 
fae ee aa oe or ess - x aa ae + fice: ani “ 
Hs aa rae ‘ ty at ag ¥ “58 anaes ate ‘g us oe Age was A 
u . : u iv Ets nh 8 ‘/; J 
, ’ 
= el Oe at Sys ea) aaa, You : ; : Re Beg ork ion ay Arn 
yi i *} or ea Pre en a , . ee oe ae eK oat Oe ¥ we: \ 
- Pie re i J, . : . ’ J 
; \ hhy , : iu / ‘4 } Mia) 2 Pl P ; r 
Z - = mu 
ae p ae Te et Oh Z a Pky : 2) oa Me fe *s ¥ 
ites Rak Phe Lesye i oe. a ry, a Gia | . ae iat wo - + Gs ae view’? ae y ‘fi 
be ee Cay A ae wh"S TELA = Bs HM 
‘k af 
hd q a 
ll Wasa Jin, ; 
: ‘ Ts ’ ie ae A | * 
‘ 
; id te ; v2 habs A ¢€ : ayy 
i we 
r j " 
1 . 4 : a oe ; ere 1 a Le 
Ree 7 4 ‘ 4 Pie yD natty eras ’ ; 
« ‘ta a vl as e. re r # ' ke fe 
any ’ Riot +t ae ‘ A fa: 
Lelnd : 4 am - 
* 
me ay “ % 
> Cc eee Se io hun Nerwr x 
‘ : Sas 
ri 
: ‘ ea ae ‘ ties ae cig a 
aN ‘ 7 Vow = ah ae ae omy io eS 
. A 
Le =f a ta H 
Peli a nar RP Pepe 
® < 9 
4 és 
vay Mie ee ¢ ; ae .’ q + 
P goatee. Soa ay Oe oy es ote he oe es = 
P, ; 4 pore By Gs : 
i , , << ee Raesaee Se ; 
Sethe ae ' 3 x 7 a Me 
ares : © . ; oie 
; ; ; Te wwief fee ‘gent ins 
a Aa) fede iene a cy, 
: ; ; Bee Jig Sys i ey ee 
a 
1 
Keven’ , ee bas wy * et 
Se, “ iS : 
are D See ah ee ye ast : capt ee Ba Sa 
D % Sah aut tee s S 
‘ 5 ; 2 : on 
: ge same! aoe BM grea A aio Men lia ea 
x 
4 roo fe ides ié 
Co fe eae ttGuee ek RVG Sar Qt ee MOR Se neh MeN wie ra 
is. : 
: 7 aa * LU as 
3 
) i 
» ° Ae 
' . * 
oe ! | , ; Vity, : fs A 


B~1297 -1297- Mr. McKay 


go. Do you suggest that if a tax were imposed on the whole 
surplus revenue of the cooperatives some cooperatives might 
be induced to charge lower prices to begin with? Lt (S05 
would you explain that and tell us exactly how you think 
that would be undesirable to everyone concerned and how far 
you think cooperatives should go? vou have had long ex- 
perience and perhaps you can tell us? A. Counsel has 
pointed out that it would possibly meet with the approval 
of the buying public, but in my opinion it would be neither 
in the interests of the cooperatives nor in the interests 
of their competitors to enter into an era of price slashing. 
Tt would not be conducive to sound business in the future. 

Q. Do you mean that possibly the cooperatives -- 
we concentrate on them because you are familiar with them -- 
would have deficits for some years instead of surpluses? 1s 
that the possibility? A. It depends on how far price 
cutting would go, <A reasonable manager would not go beyond 
the danger line, but if you got into a@ price ‘war you would 
forget all about the danger line. 

Q. What do you mean by danger Line? A. Between 
making a profit in competitive business and having a surplus 
in cooperative. 

GQ. But you have to anticipate a little, and the 
price you charge would allow enough leeway so that if you 
made bad guesses you would not have a deficit. How close 
do cooperatives come to that line now, on the average -- or 
could you make a generalization? A. By and large, it 
has been the general policy of cooperatives not to disrupt the 
local conditions, Gertainly, established prices if fair 
prevail in the community both on the part of cooperatives 


and among other interests. Sometimes other interests take 
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a ride out of the cooperative and cut prices and occasionally 
it may happen the other way. But under ordinary circumstances 
prices are fairly well stabilized at going competitive 
levelsas | 

Qe Do you think it would be unsound business policy 
for the cooperatives generally to abandon that method even 
it BHOY-Were taxed? “A, Yes, DT do. 

Q» You have established a revolving fund on an eight- 
year basis? ARE YS. 

Q- What are the factors determirinstthe length of the 
period between the apportionment and the actual payment to 
the member associations? A. There are about five hundred 
factorse 

Qe What would you consider the more important ones 
in the case of your association? A. The delegates at the 
annual meeting number some five hundred and they determine 
what the organization shall or shall not do, and if they 
determine on some policy that involves capital expenditure 
they are sporting enough to say, "Leave the money there." 

Q- You have observed the delegates at annual meetings 
for a number of years? ALUU Yeon 

Qe In poor times they are less willing to leave money 
in than in bad times -~ or, once again, can you make a 
generalization. A. The experience I have had with delegates 
from the Saskatchewan cooperatives has been wonderful. 

They came in when conditions were criminal and though they 
had a few dollars coming to them they didn't ae for it, 
Today when they have lots of money it is the same, 

Q- J notice that in the last year you decided to 
leave it all in. As YSSs 

Q- I thought perhaps’ that was the explanation that 


you would give, that people had more money and it was a good 
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time to get them to leave it ins Nem Lesy © They Had tore 
money and wanted more service. 

Q- What importance do you attach to the length of 
time between the apportionment to the membex and the time 
the money is actually paid out -- I mean as an individual 
cooperator? Do you think there is an ideal or an approximate- 
ly ideal period? As. That iis) a dippieultiyquestion. 

a BL PGwiett is. A. Our ideas have changed, I 
originally thought of five years, bul now I don't care Gi as 
165 fifty years. ) in the 'final analysis they are the people 
who have the say as to what they want done with their money. 
If they want additional services we are their instruments 
and we have to go ahead and do as we are instructed. 

Q- With regard to some of the provisions of the Act 
which you quote, I would like. to get your opinion about them, 
and again I am asking a hard question. If you do not want 
to answer it is all right. Ast: Ws Wiel do. Mints best WAdcen. 

%- On page six you set out some of these provisions, 
for example: "(a) by setting aside not less than ten per cent 
of the surplus for a reserve fund and so from year to year 
until the reserve fund is equa’ to at least ten per cent of 
the total assets of the association as shown in its audited 
financial statement for the fiscal year." That is a provision 
of your bylaws? A. It is from the Co-operative Associations 
ACte 

Q- Have you any idea why that was put in? 

A. I would say it was to provide what looked like an element 
of safety, and it looked like good business. We cannot 
always make a profit and some day there has to be a cushion, 


~ 


Q- and if members began to entertain wild idcas >F 


getting it all back, this would prevent them from taking 


it all; or do the members or delegates ever want to apportion 
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immediately all the surplus? A, Sometimes, yes. 


Qe And this would prevent them from doing that 


) 


Nn 


which might endanger continuity? A. It enables the com 
operative to develop slowly and still have on paper a certain 
cushion. 

Q. It requires them, at least, to develop slowly and 
Saves them to come extent from the danger which you fear? 
A. It is a protection for the little investment that is 
there. 

BY MR. PARKER: 

Qe «At the top of page twenty-two you make this state- 
ment: "Where a corporation is established for the purpose 
of making a profit, the net revenue igs income." I assume 
you Mean the reverse of that is also true, that where a 
corporation is established not for the purpose of making a 
profit -- as the cooperatives say is the case so far ag ohey 
are concerned -~ then it cannot have a profit or revenue. 
18 tiaG your areument?” “In other words, does the purpose 
Cor which the company was created affect the question whether 
or not it has a revenue or income? A. The purpose, yes, 

Q- The purpose is the guiding principle? A, TI 
would be inclined to say so, yes. 

Q» Do you know there is a great authority to the 
contrary? A. No doubt, 

Q.- You know there are a great many who hold an 
SpIpion contrary to that?” ° a. * ves, 


Q. Would you agree with this statement which I will 


read to you: "It is well established that once the sum 
assessed has been ascertained to be the proceeds of trade 
or business, neither the motive which brought those proceeds 


| ? 


into existence nor their application when made is material,” 
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That is a statement made by Mr. Justice Lamont of the Supe ie 
Court of Canada. That is what he said. Do you agree with 
it? A. That is what some Clain. 

Qe And are you prepared to say that is the opinion 
Of all the associate members of the association which you 
represent here today, and their individual members? 

A. i want to make my position clear. I am not a lawyer, 
and we have counsel. | 

Q- You may thank your stars that you aren't, 

However, I want to find out if that is the considered Opinion 
of the cooperatives, that the purpose is something which 
decides whether or not they make a profit. Is that their 
view as you understand it? A, You .are getting into the 
realm of law and I will leave that with our solicitor. 

BY MR. ELLIOTT: 
Q- When you are deciding on what sort of associations 
are proper members for your organization, the central associat- 
ton, do you look to their purpose, what they say they want 
to do, or to the way in which they conduct their arlaixs, 
Or both? A, We live in Saskatchewan and these cooperatives 
have all of good purpose organized under the Co-operative 
Associations Act. They are given the once over by the co- 
operative markets branch. 

Q» You take their good intentions for granted? 

A. Well, we take them in, 

Qe Do you see any difficulty thet might be involved 
in having the local officials of the Department of National 
Revenue go to these men and say, "Did you intend to make a 
prorit this year?", using the answer, yes or now, as a basis 
for deciding whether there was taxable income? A. Are you 


referring to the Federation or the associations? 
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ie J am referring in the first instance to your 
Federation and in the second instance to the associations. 
A. The members are the association and what they say is in- 
corporated in the bylaws, 

Q They State their purpose in the bylaws? 

A, Yes, possibly not Gurte Tulivy in the by-laws. 
BY MR. ARNASON: 

Q- Might I impose on Mr. Parker's good nature to ask 
you this question, Mr. McKay. Perhaps I might put to you 
in another form the same question that Mr. Parker ard Mr, 
Elliott iiave asked you. In your opinion, is Mr, Parker's 
question affected in any way by these three factors: 
first, the purpose for which the cooperative is organized, 
as set forth in the statement of its objectives; with whom 
that cooperative doeg business or to whom it renders 
SOrViees; and, thirdly, what is done with the money that 
results from the transaction. Does that question throw 
any light on the subject as far as you are concerned, so 
as to assist you in answering the question that has already 
been put to you in two other ways? A. Would you mind 
repeating that? 

BY MR. PARKER; 

Qe Possibly the question was a little difriculy, 
because I may have ot’fended against the rule by putting 
two questions in one. TI ghall be glad to separate them, 
Pirst, I want to know if the purpose or intention, or the 
Motive fron which ae business is carried On, can possibly 
affect the question whether or not the company makes a 
profit, and if so to what extent. The supplementary part 
of the question is this: Does the manner in which these 
Surpluses or ecernings, or whatever you call them, are 


disposed of possibly affect the nature of the thing disposed 
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of? In other words, you have Something there, whether it 

1s profits or not, Why you acquire them, the purpose or 
motive in acquiring them, or what you do with them after 

you get them, whether you Squander them or invest them -- 

I suggest that neither the motive on the one hand nor the 
disposition on the other has anything to do with the question 
whether or not the Company has made a profit. Is that clear? 
Some transactions are carried on which result in something 
the nature of which we are trying to find out -- whether 

that something is profits or not. Aw. Well, aatoltne 
PAPStApoint Purpose, you have more or less got me at a 

loss. I would like to get the question clearly. 

Q- You are in good company; we°are all struggling 
with this problem. All that we ask is that you -- and I am 
not flattering you -- as a competent, experienced man in 
the business, give us your considered views. The question 
is threefold: the purpose, the method of accomplishing that 
Purpose, and the dispcsition of the result so accomplished, 

MR. FRANCIS: Yes; that is it, 

MR. THORVALDSON: I wonder if I might ask the witness 
& question. 

MR. PARKER: Not at this Stage; he is endeavouring 
to answer mine, 

THe WITNESS: And your question is whether that woulda 
affect what? 

MR. PARKER: Affect the question whether a cooperative 
had made profits. Is the question clear to you? 

THE WITNESS: It is somewhat difficult. I would like 
bo 21Ve Vhought. to it. I hola & responsible position and 
I don't want to give a half-baked ANnSwer « 

BY MR. PARKER: 


Q- That is quite proper. But what prompted the 
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question was the statement you made in your brief, that where 
& corporation is established for the purpose of making a 
profit, the net revenue is income, The converse of that 
ought to be true? A. A cooperative is not established 
for the purpose of Making a profit. If it is a proper 
cooperative it never is established to make a PLOLLCS “LES 
is established by people for the purpose of saving for them- 
Selves, in other words, the purpose of getting goods at cost. 
The element of profit does not enter in, as I see it. The 
method might have some Dearing On ite: ef we departed from 
cooperative principles the method would have some bearing. 

Qe What are the cooperative principles? Ay hey 


have been enunciated bY, Lote or witnesses, and they are here, 


Q. But there are no two of them quite the same. In 
your Opinion yours is the COrrect one? Piece Le Sie 

4+ I think you have answered two of the points. 

What about the third one? What about the disposition of 
earnings or Savings? A. The disposition must be carried 
out in accordance with recognized principles. In Dees words, 
if the earnings were distributed not in accordance with 
equitable cooperative ideas, then naturally it would be co- 
operatively unethical and would not be justified, 

Q+- On page twenty you set LOTuh, Bed take it, the 
attributes which a company must have in order to be a true 
cooperative. Among these attributes which you have set out 
18 the following: "(¢) Operates to provide service at cost 
2or its Members, or for its members ana patrons, and in so 
doing, periodically pays or allocates for payment to its 
members, or to its members ang patrons, in proportion to the 
patronage contributed to each, all moneys remaining in its 


hands after payment of all costs, expenses, interest to 
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Sharehclders if any, and after providing for necessary xr< 
nerves, UL arm particularly interested in the word allocate. 
The system under which your Federation operates, under the 
revolving door scheme of finance, is this, as I understand 
it. You allocate Tee eeeake amount of funds -- I must not 
call them profits, because you haven't got any -- at any 
rate, you allocate certain dollars and cents to each member 
according to the amount of business done with that member 
during the period in question? A. That is correct. 

Q- What is the distinction there between member and 
patron? A. Distinction? 

Ye Yes; what is the distinction ag you use it there? 
A. A member is a shareholder of a cooperative association. 

Q- But in cases where there are no Shareholders? 

A. He is a member by virtue of whatever the rules are with 
regard to membership. It may be one dollar or ten dollars. 

Q- But where there is no share Capital or membership 
fee? A. A cooperative has one or the other. It must have, 
The patron is the casual individual who will not subscribe 
elther to membership or to shares. He is the patron, 

Q- And do you pay and allocate to them on the same 
basis, according to the amount of business they do? 

Ae That is optional. In our organization, we do, if we 
nave any. 

Q%- 2 am thinking of the small unit organization where 
you have the individual member. 4. As a rule they do, 
but they have the privilege of paying a differential divid- 
end, so to speak, a smaller rate to the patron than to the 
member. | 

Q» Would I as a casual customer, being neither a 
member by subscription for share capital nor one by reason 
of application for membership, but being simply a person 


going to buy a package of tobacco -~ would I be a patron? 
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Ae The Co-operative Associations Act in Saskatchewan 
defines “patron”, 

Qe What a it? A. He is a non-member or non- 
shareholder, Patron means a non-member, who, as a customer 
of an association, purchases goods or services to the 
value of over firty dollars in any one year. 

Q- Say I go to your store as a casual visitor and 
buy over $50 worth of goods. It. is the first time I have 
been in and I may never go again. Does that qualify me 
for dividends? A. Yes, under the Co-operative Associations 
Act. 

Qe And that is what you mean here? A. Yes. 

ee grou also say. and DP would) like to know why, that 
the allocation of it is the same as the actual payment of 
it. You allocate a member's share for this year and under 
the revolving door plan he does not get it for six, seven, 
eight or ten years. It takes the door that length of time 
to revolve. is that correct? A. Lt ie accordine to one 
number of years he says you can keep it. 

Q. He says? A. The member definitely says how long 
it is to be kept -- or the majority of members. 

Qe The will to do it being expressed through the 
directors? A. No, at the annual shareholders! meeting. 

Oo. sud be does) nob: eet) ai? A O's 

Q- Take @ cantankerous member whosays, "I don't 
care what the majority says: I want mine, and I don't want 
it to stay in six or seven years. I am going away, or I am 
going to get married; anyway. I want it.” Tell me under 
what circumstances he can get ite A. We don't have those 
people in Saskatchewan. 

Q. lL always knew this was the banner province of the 


Dominion, though I have found some of ths same kind in 


( *Pipab ml ag f ' : hy ae Lo ea vin ly ae 
oy Ray ee eet Peay A oT Rit) deo tA Rafts lah, pay 


‘, > 
ro 
Wy i 


a r i : Aes : ; : ; 

U + 7 ” . . yan = 3 7 i ; i 
/ a my r “oi ? ran es ; ; 
; ; K M <a » 


3 SAS: onl 
mn) rae Z Fr 5 - A sees , , i ; poe vi: eat 
i : k . a3 , ‘ , Tes! ss i ot \ 7 Be 


: 


a. Cle MaRS 


+ ~ = - “ ' ‘ J : oa ; okies 
< : “ » R xs Neg 
- b Riks Se ois 
fea? a eA LAD yin 
, z ; 
é geil Es a 48 Pn a 
3 iy we A a 


oa TT ign oe ae ~ & 24 ve os y, = at 
: <a = ee Re ns Bios oe ws tote vel ; i. is 
a - F = 


5 He HE jLeec £ 2s y s cay : : x ; . 
Em Aes pu rai ” Pps A "2? : t a DSF plese i ares. : at 

: A tn Vig ~~ Kes ie te eon - ¥ ele a q 
\ A ‘a ie 5 i 


B-1307 


-1307-- Mr. McKay 


Albertae But suppose some of them did take the attitude 
I have described, what would happen? hy We Bave ean 
written law in Saskatchewan that if a shareholder or a 
patron is bona fide leaving the district or the province 
the equity is paid if the finances of the association are 
in such shape that it can be retired. 

Q. Let us go one step further. Suppose he does not 
want to agree with the majority and he cannot get it. Is 
there a provision to take care of him? Is there any way he 
can get it? I am speaking of the minority shareholcer who 
wants his share. Does the majority say how it is to be 
allocated to him? Is that the position? RO Unt ae 
expiration of whatever date the majority says. Isn't that 
the system we are under all the time? 

Qe. You make no distinction, whether he is entitled 
to get the money now or whether he is entitled to get it 
five, six, Seven or eight years; he is still a good co- 
operative member? A. He comes in there and buys. "Let 
the buyer beware.” He knows he is likely to get a dividend 
and he knows he will have to take it whenever the organ- 
ization is prepared to take it out. 

BY MR. NADEAU: 

Q. Did you file your complete by-laws? A. Do you 
mean for the Federation? 

Qe Have you any consolidated financial statement? 

A. We have purposely avoided loading the submissions with 
statistical data, feeling that the Commission would not be 
particularly interested. This, however, is not to be taken 
as a reluctance on our part to give any and all information 
with regard to the operations of the Federation, its suh- 
Sidiaries and affiliated cooperatives, and I wish to assure 


the Commission that, in so far as lies in our power, any 


= 
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ie: Wahine erage tae: 
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Statistics or other information thet may be desired will t. 
made available either during the Regina sittings or, if that 
is impractical, at a later date when it will be forwarded, 
It will be given without delay. 

Q- Do you prepare at the end of each fiscal year a 
consolidated balance sheet? A. Yes, 

Q- Would it be possible for us to have one or two for 
the last two or three or four years? A. You can get anything 
you want within reason which we can provide. How many state- 
ments would you want? 

Q.- Since 1939, A. 1944 is not audited. Would 
you want from 1939 to 1943 inclusive? 

a L885 A. I have 1943 if you care to have that, 

BY MR. PARKER: 

Q- Will you turn to page eighteen. There are one or 
two questions I want to clear up. This cooperative associat-= 
ion which you are representing today is in the coal mining 
business? A. Yes. 

Q. ts that what you call a service that you render the 
members? You talk a good deal. about services. Which head 
does this fall under -- goods or services? Ae,  eotn. 

Q. You say: “Due to the attitude of a number of 
mine operators and their refusal to supply coal to or 


through the Federation on a Satisfactory basis, steps were 


taken to ensure the needed supplies....-* To the satisfact- 
ion of whom, do you mean -- the Federation? A. Yes, the 
Federation, 


4 


Q» Perhaps they were a little unreasonable? 
A. We thought so, 
Q- i mean, perhaps the cooperatives were unreasonan_. 


A. The others possibly thought so. 
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Q.- Were they charging you more for coal then than 
your competitors, so-called private enterprise, at the ae 
to which you are referring? A. I would have to explain 
that. 

Q- Can't you answer the question first and then ex- 
plain the answer afterwards? The question is whether they 
were charging the Federation and private business the same 
price? A. Tney were selling to our competitors and 
would not sell to us. 

&., Would not sell to you at any price? Att Wells. 
ves; put 26. that way. 

Q. Is that correct? A. Yes, that is correct. 

That is their way of doing business. 

Q. They boycotted you, absolutely refused’ 
A. No. That is their way of doing business. 

Qe What do you mean by saying that they refused to 
supply you -- simply would not sell? A, That is corrects 

QO. Was any reason given? A, Those mining companies 
have their own wholesaling channels which they were not 
prepared to disturb. | 


Q. And they did not want to take on new ones? 


Q- And this refusal came when you first applied to 
them, and you set up in business? A. LOS 
Q. That is not an unusual thing to happen in private 
business? A. No. But what are you going to do for coal’ 
Q. Was there any necessity for your company to go into 
the coal business? A. To supply our customers, 


Q. They wanted it and you wanted to supply it? 


@. Then you gay: "....steps were taken to ensure the 
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needed supplies, this by way of assistance in financing of 
the operations of several mines." How was that assistance 
given? Where did you get the money to go into coal mining? 
A, It was not a very large amount involved. We shall be 
getting into history pretty soon. 

Q. Can't we shorten it? This organization of yours 
being a Federation of small cooperative units, there came a 
time when you gct fed up and branched into coal to operate 
coal mines, and it took money? A, (Yess 

Q. Where did the money come from? AY From’ our 
people oniy. 

| Qe From your people? Ay eS, 

Qe From the members? Ay Yess 

Q» The different local associations? A. Yes. 

Q. And they in turn got it from whom -- the local 
associations? A. From their local members, yes. 

Q. Out of the very amounts which were held back from 
the local members for five, six, seven or eight years? 
A» Possibly. 

Q» And in some cases against the minority wishes of 
those people who joined the local cooperative with a view to 
getting groceries a little cheaper. Against their wishes, 
against their will, their money was being used to go into a 
coal mining venture. Is that a fair way to sum it up? 
ie IO. 

Qe What is wrong with it? A. If that summing were 
correct we would have a lot of protest, but to the best of 
my knowledge there has not been any protest in the local 
assoftiaticns, and certainly there has been no protest in any 
meeting of the Federation. 

Q Is it true that after you started in you lost 


Vv 


money in the coal business which you operated? A, No, it is 
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not trve, We did not make any but we did not lose anv. 

9. You make this statement on page eighteen: "As 
with many other mines, operations have not been sufficiently 
profitable that excess profits or income tax have been 
assessable? A. I don't want to go into that or to wander 
too far afield, out in the mining field, through subsidies, 
losses have been taken care of by Government, and there was 
a certain loss there taken care of by Government. 

Q. That is a pretty good place to charge up losses 
to -- the Government -- if you can get them to do it, 

A. We are not the only ones that do it. 

Qe I know you are not. Turn ie page seventeen, 
please: “Business at all times has been restricted to as 
great an extent as possible to the members." To what 
extent was it possible to do that, and to what extent was 
it necessary? To what extent in fact have you been doing 
business with non-members? A. In 1943 non-member business 
was 4.75 per cent. 

oui Did you keep every transaction separately? A. Yes, 

Q- tn the books of the association? A. Yes. 

Qe And you knew from day to day wee Sale made, 
whether to members or to non-members? A. It is simple as 
far as the Federation is concerned, 

Q- You are not speaking in reference to the locals? 
ae, Lt Le ULTTAChRLe Tor! then: 

Q- But even 4 per cent may run into a lot of money 
when you are doing business on the scale on which you are 
operating. Why does this Federation do business with non- 
members? A. There are several reasons, 

&%e Give one or two, the most important. A. One reason 
was that-we started a year ago in the wholesale grocery 


and in order to get established on some of the jobberst lists 
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we had to agree or had to prove that we were not just ° 
buying organization for our own group. In other words, we 
had to take on outside business, There is a small percent- 
age of that. Furthermore Es 

Qe That is satisfactory; I don't think you need to go 
further. In the next paragraph you say: “As time went on 
various other lines were added, and in some instances in- 
ventories were carried for the service of the members, and 
as at October 31, 1944 the actual inventory of merchandise 
at Saskatoon and Regina was $524,883" -- well over half a 
Million collars. That represents merchandise of one kind 
or another that your Federation went and bought and paid for? 
A. Yes. 

Qe And they were your goods. You treat them as your 
goods and later on you speak of acquiring title to the zoods? 
A. Legally they may be our goods, but who are we? We are 
appointees. 

Q- You used the powers granted by law to become in- 
corporated. You thought that was of some use to you or you 
would not have taken advantage of those powers. By "you" 

I mean the company. Jt was the company that bought those 
half million dollars of goods? A, Yes, 

Q- They were not immediately needed. It was against 
a future date when the members and sub-members, the local 
members down the line, might require them? A. Yes. 

Q.- And you had the goods to sell to them if, as and 
when required by them? Is that a fair way to put it? 

A. Yese 

Qe And as you delivered them to your members and sub- 
members all down the line, you collected from those individ- 
uals considerably more than you paid for the merchandise? 
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Q» Between what you paid for them and what you get 
for them, you get the expenses of the Federation and still 
have something left? A. Yes. 

Q- That was your money, that is the Federation's? 

A. Yes; legally yes. 

Qe Legally or actually. I don't want to hold you to 
legal terms; I know little about them myself. Now, that is 
what I suggest to you constitutes profits. I suggest that 
that Federation made profits. Will you tell me in what 
way they did not? They bought goods at a certain price 
and sold at a higher price, deducting expenses so that they 
had @ balance. If that is not a profit will you tell me 
what it is? ee Had I been doing business -- 

Q- Answer the question, please. Give it a name, 

A. Had I been doing that business personally that would have 
been a profit; but I am doing business for a group of people 
and J buy for them and distribute the goods among them, 
enceiherelhore it could mnot.be.a profit, 

me ot pbhet is your explanation J vaccept it. 

BY MR. NADEAU: 

Q» Would it be a benefit to the whole of the members? 
A. That is why we are in it. That is why they are in £0 
to benefit themselves. 

BY MR. PARKER: 

Q» Let us test it this way. Suppose a lot of these co- 
operatives went out of business and you eat not unload that 
half million dollars! worth of merchandise. What would be 
your position? To whom would you charge up the loss? 

Ae I don't know. I have been in this province since 1911 


and these contingencies, bad as conditions were, have not 


arisen yet. 
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Qe Is it not within your knowledge that many co- 
operatives have been literally failures and have closed 
their doors? A. Not for the reasons you imply, 

Qe I did not say for what reasons, A. Ae Lt te true. 

Q- It does not make any difference whether they have | 
actually done it or not, I am trying to test the soundness 
of the principle. Should such a thing as I have suggested 
happen, what would it lead to? A. If the goods could 
not be sold there would be a loss, 

Qe And who would bear the loss? A. The members. 
Nobody else could take it. 

BY NKR. ELLIOTT: 

Q» Suppose a small loss was made in your association 
cre veor. Hirst. t's) 1% possible that through an error 
of business judgment you might make a small loss? 

Ae That is quite within the realm of possibility. 

2. Suppose that were to happen, how would it be taken 
care ol exactly? How would it affect the credits of the 
members of the association? A. As long as it was not 
greater than the unallocated reserve it would be charged 
against that reserve. If it was greater than that reserve 
it would be for the time being an impairment of capital, 
an impairment of patrons' reserves. However, we hope that 
we shall not have anything like that, though that is what 
would happen, | 

Qo I am asking what would happen in such cases. Would 
it be debited to patrons! reserves in proportion to the 
business they did with your association in the year in which 
the deficit occurred? A. JI would say that would be the 
proper way to handle it, 


Q» But you have not had that experience? 
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He No, fortunately. 

THE CHAIRMAN: Do you not regard the Umitation of 
liability as one of the essential* advantages of incorporation? 

THE WITNESS; Yes. 

THE CHAIRMAN: Then this sentence on page twenty-one is 
not complete: "In the complex society which has evolved, 
the new entity is merely one of the convenient facilities 
which the members require to effectively achieve their alms. 
It has the advantages of continuity, it has features which 
are cOnvenient as it can easily sue and be sued, and is well 
adapted to its changing directors and membership." Would. 
you net include limitation of liability there? Then you go 
On to speak of partnership which is unlimited. Do VOuUMnOt 
regard limited liability as an important element in corporate 
existence? 

THE WITNESS: Yes, possibly. But in the organization Che 
any of these various ventures we rely very largely on our 
legal advisers, 

MR. PARKER: Don't blame us for all these cooperative 
businesses, 

BY MR. ELLIOTT: 

Q Have you the power, legally or in practice, to 
collect losses from your member associations? Suppose -- 
let us hope it will not be -- that your d6Ticit an any 
year were so great that it wiped out all the members! 
reserves. Have you the power, or would it be practicable, 
to collect anything from your members relatively to their 
purchases with you? 4A, «after their quota was used up, 
would we have the power to go back for more? 


Be 16s, Be Oh poe I dontey think, en, 


@ 


-1316- Mr. McKay 


BY MR. VAUGHAN: 

Q- Sometime ago, when Mr. Parker questioned you, he 
referred to the distinction between saving and profit. 
Where do you draw the line? A, olf en individual buys 
something and sells to somebody else for more, it looks to 
me very much like profit; but where a group of individuals 
buy stuff for themselves there cannot be a profit. 

Qo What would you call it? Suppose there is a gain, 
how would you describe it? A. There is an overpayment or 


an overcharge. 


Q. cut you say they charge the same price, the prevailing 


price. The difference is what you call savings. Does not 
one profit by a saving? If he saves in something, does he 
Hot: proer it? Ae You will get me trying to explain 

VproLl Loe, 

Q. You speak of saving as against profit. What is the 
distinction? A. If the buyer and seller are one, there is 
no profit. If you charge yourself fifty dollars over what 
you should pay, have you made a profit?. 

Qe tIF°2t is a saving, why is-it not a prorit\ also? 
fs “Lodon's know. 

Qe LL is haradvto draw the distinetion. ) lb Ye nard for 
us to understand it. There were two other questions I 
wanted to ask you. On page 22 you say: “If, incidental to 
its main purpose, the Federation does, either through necess- 
ity or choice, engage in business with non-members and 
thereby derive a profit, the Federation concedes that it 
should pay tax on such profits as arise from non-member 
business." Do you not agree that there is a profit when 


you state it that way? A. We agree that there is a profit 


On non-member business. In other words, if you came and 
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bought $100 worth of goods from our organization, whatever 
we made on that over and above operating expenses would 
definitely be profit. 7 

Qe YOU say it is profit in one ease and not in,another. 
A. In dealing among ourselves it is not, but dealing with 
outsiders we admit it is profit. 

Q@. But it is the same kind of transaction? A. There 
is a difference between dealing among ourselves and dealing 
with an outside group. 

Q. You say there should be a tax on such profits. 

How would you cetermine that tax? How would you determine 
the profits on which to impose the tax? You say that such 
profits should be taxed? A. We concede it to be profits. 

Qs But you say that “if, incidental to its main purpose, 
the Federation does, either through necessity or choice, 
engage in business with non-members and thereby derive a 
profit, the Federation concedes that it should pay tax on 
such profits as arise from non-member business." Having 
said that the tax should be paid on such profits, how do you 
arrive at the profit in the first place? A. I presume 
it would be on a percentage basis. 1 would assume that 10 
per cent of the earnings in business done with non-members 
would be profits and as such taxable. That has been the 
practice followed in connection with the 20 per cent exempt- 
lon, I understand. 

THE CHAIRMAN: Do you make the same concession in regard 
to investment income? I suppose you have some Dominion 
bonds? 

THE WITNESS; Yes. 

THE CHALTRMAN: What about income from them. Is that 


profit? 
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THE WITNESS: That is something I have not considerec 
bus. om inelined. to think itis. 

THE CHAIRMAN: I am asking whether you make the same 
concession in regard to that. That may not be a profit? 

THE WITNESS: I would not want to give a definite 
reply. It was not considered by the group and J would pre- 
fer not to elaborate on that. | 

BY MR. VAUGHAN: 

Q- Would you call that savings or earnings? Would 
you call savings and earnings the same thing? A. I don't 
know whether the names are proper or not, but we use that 
terminology to mean the same thing. We use the word profit 
when dealing with profit made on non-member business. 

Q. Do you use the words “earnings" and "profits" to mean 
the same thing? A. Harnings and savings mean the same. 

We interchange those two words, meaning the same thing. 

Q. You make the same kind of statement on page 19. 
You say: ‘Any portion of the earnings of a cooperative 
accruing from non-member business should be subject to the 
usual taxation imposed on profit business." You make that 
same distinction. I presume you call it a profit when it is 
non-member and earnings when it is member business? 

Ae Wess 

Q- In your Table "BY I notice an item “employees! 
savings and superannuatiin reserve, $17,896." Is that the 
members’ money that goes into that? A. That is the 
employers contribution only. There is a substantial amount 
of employees! contribution but it is not included there. 

9. How does the contribution come from the employee 
to the fund’? Ae ‘That is a contribution from the employer 


that is shown there. 
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Qe But I am speaking of the employee. How does his 
contribution get into the fund? Ae There is a deduction 
from one month's pay. 

BY MR. ARNASON: 

Qe Will-you permit a question, to get away from these 
interpretations of terminology. Counsel made reference to 
the right or lack of right of a member who might want to 
withdraw his savings or investment in the cooperative 
association; in other words, anyone who might be opposed to 
the policy laid down in the by-laws of the association with 
regard to the deferring of dividends. Is the method which 
is now generally followed in dealing with requests of that 
kind considered to be generally satisfactory, or have you 
heard any complaints from members who wish to withdraw their 
savings? ie In my opinion, that seems to have been quite 
Satisfactory. I dontt think we have had any complaints. 

Q- A second question in that regard woulbts this. I 
cake it that what we are concerned with here is not so much 
vhe question of legal rights, or at any rate not only the 
legal rights of a member, but also the question of practical 
business procedure. Do you think it would be possible or 
feasible to put into the by-laws of the local association 
some provision which would enable a member who desired to 
\.ithdraw his investment in the association to withdraw such 
investment by giving three months! notice, or six months or 
a year, regardless of any by-law regarding deferred dividends? 
A. I would be doubtful of the advisability of any such 
by-law for the simple reason that were the association to take 
a loss that might pave the way to the ultimate wrecking of 
the association. A number of people might rush in to draw 
theirs ous and the result would be the disintegration of the 


whole organization. It would be highly inadvisable to think 
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Of uhat, even. 

Q.- i notice somewhere in the brief you state that the 
fixed reserve was not allocated as compared with the deferred 
patronage dividend? A. that 18 correct. 

Qe Would it be feasible to allocate that rixed. reserve 
as well? <A. I think that will be one of the problems that 
will be coming up for study by our organization in the near 
Futures Some little thought has been given to the question 
already but it has not. been dealt with. In all probability, 
ultimately,that reserve may be earmarked the same as de- 
ferred dividends, or if there is a possibility that there 
would be no more of that the two will be thrown together as 
nominal capital and deferred dividends. 

Q. That would mean that all could be allocated? 

Aveii LOB 

Q« Mou think it.is practicable? A. tt 1s Within eae 
realm of possibility. I think it is wise within limits to 
permit of a moderate unallocated reserve to take care of the 
possible contingency of loss. 

BY MR. VAUGHAN: 

%. Do I understand that the contribution to the pension 
fund is deducted from wages? A. There are two portions. 
The portion that appears there was subscribed by the employer. 
The Federation reserved that. At the time that financial 
statement was made it was in its initial stages. Today that 
fund has disappeared and that is put into our savings, into 
investments, But at that time it was still with the 
organization; that was the portion the organization put in. 

Qe I understand you to say that was deducted from 
WAageSe A, No. That was specifically the employer's 
contribution; but in addition to that there is an employees 


contribution separately, although it is not shown here. 
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This is merely an allocation of savings for the years, so 
that the employees! contribution does not appear there, 
But it is added there to make a joint savings and super- 
annuation fund, 

Q« When you say "employer" you mean the pace ane 
iy ~YOe « 

Q- That goes out of the reserve, allocated from the 
Savings? A, Yes. It is taken direct from Savings as 
Operating expense the same as any other. 

Q- In an ordinary company that would not be permissible 
at all, to deduct an amount like that and pay it before taxes 
were paid. Is there anything that would make that permiss- 
ible in a cooperative? A, Of course, there could be a 
difference of opinion there easily, couldn't there? Some 
of us argue that a proper cooperative should take cognizance 
and give recognition to labour. 

Qe That is all right. A. In the results labour ghould 
share, and this is merely the first step towards the recog-~= 
nition of that principle. 

THE CHAIRMAN: The question is, does that qualify for 


tax exemption, that particular part of the reserve which 


.you use for that purpose? 


THE WITNESS: That point has not been raised, 

THE CHAIRMAN: Mr. Vaughan said that.an ordinary company 
would not be allowed to do that. 

THE WITNESS: To deduct Superannuation? 

BY MR. PARKER: 

Q- To follow up the question put by the Chairman, you 
do regard the fact that you became incorporated and thereby 
secured limited liability as a very valuable factor in the co- 
Operative set-up? Is that a fair way to put it? 


ne 188, 1) think so. 
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Qe And as you have said, it is a separate legal entity 
as distinct from the members? i, Lam sorry, but Shap i¢ 
a legal question. 

Q- The point is made affirmatively. The members go 
and apply for a charter and secure a charter as a limited 
liability company? A. Yes. 

Qe You said you could not have profits when trading with 
yourself; that is the theory -- there are no profits because 
of that fact. These individual members are not doing busin- 
ess with themselves but with a company, this thing that you 
have set up? 4&4. That they set up. 

Q- For one purpose you seek the advantage of a third 
person, an artificial person in the limited liability company, 
but when it comes to taxation purposes you abolish that 
person. It disappears like a ghost and there is nothing left 
but the members. That is the theory? Ae That is not a 
fair statement, 

Qe Well, will you analyze it and show me where it is 
unfair? It must be on that basis that you decide you are not 
taxable, because you do business with yourselves. Is it not 
obvious that you do business between your members and the 
company? f.. The cooperative movement was probably 
started when Dominion taxes were not in eg The 
embers got together and they used the law to form a little 
organization. 

MR. PARKER: I suggest that possibly the reporter as 
well as the members of the board and the witness have had 
about enoush today. I do not consider the case closed; there 
may be some questions in the morning. 

MR. FRANCIS: We have had from different parts of 


Saskatchewan a number of local managers who are very anxious 
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to get home as soon as they can. Their duties are such 
that they need to be at home and I was wondering whether 
we could start at an early hour in the morning. 


THE CHAIRMAN: I am suggesting that we meet at 9.50. 


The Commission thereupon adjourned to meet on 


Wednesday, January 31, at 9.30 a. Mm. 


Wednesday, 
January 31, 1945. 
The Commission met at 9.30 ofclock a. ms, Mr. Justice 


McDougall presiding. 


Examination of Mr. Robert McKay continued: 
BY MR. PARKER: 

Qe Yesterday I asked you some questions about the 
Federation's entry into the coal business. Do you remember? 
ae LSE 

Ge bid L understand you tO Say that sbne reason the 
company went into the coal business was because the exist- 
ing companies refused to sell to the pools? i es~ 

Q. Or was it that they refused to sell on the terms 
that the pool demanded? <A. The Federated Co-operatives? 

Q. They refused to sell on the terms the Federation 
demanded? fic. LESe 

Q- They did not refuse to sell on any terms? <A. Yes. 

Q. My instructions are -- if I am wrong please correct 
me -- that they were quite willing to supply the cooperatives 
with coal provided you bought through their regular outlet. 
Se >thney correct?’ a, They were quite willing to seli to 


the local cooperatives but the local cooperatives wished 
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to buy through their own agency, and they would not seit 
to the Federated Co-operatives. 

Qe On any terms? ee NO % 

Qe My instructions are that they were quite willing to 
sell to the Federation and to their locals provided you 
would buy through their regular outlets on the same terms 
as other wholesalers were getting coal. Is that correct? 
A. That is incorrect. They were prepared to sell to the 
locals. 

Q. «and your Federation wanted to buy coal at a better 
price than other wholesalers eee getting, and to that they 
would not agree. You say that is wrong? Ae Yes. 

Qe And you intimated that unless they would agree to 
your terms you would go into the coal business yourself. 
You could not come to terms and you went in? A. They had 
their own wholesale agencies who sold their coal. Those 
from whom we had got our coal had passed out of the picture 
so that our sources were limited to the mines who had their 
own wholesale organization. I am not blaming them. They 
wished to sell their coal through those existing agencies 
and would not sell through Federated Co-operatives. 

BY MR. THORVALDSON: 

Os Following up for a moment the subject cof coal, do 
you. own 50 per cent of the Hy-Grade Company? aA. Fifty 
per cent’ 

9%- So. that you don't control that company? a. No. 

9. How do you deal with that company -- on any better 
terms than the other 50 per cent of owners or than the 
independent trade? <A. I cannot give you an answer there. 

Qe Will you tell me whether you deal with them on a 
better price basis than other companies do, their other 


customers? A, 2 cannot answer that. 
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Q- Why can't you? A. The coal is handled by two 
agencies. Federated Co-operatives is one and the Rosedale 
Coal Company is the other, One half is marketed through 
Federated Co-operatives and the other half through the other 
company, and these two wholesale agencies are on exactly 

the same basis. 

Q.- Do you buy your coal from this company or handle on 
& commission basis? A. We buy it. 

a there is no doubt hee nt buy on the same basis 
exactly as the other customers of Hy-Grade? A. There is 
only one other customer and that is the Rosedale Company. 

Qe Do you get a secret rebate? A. There is no secret 
Pepate of any kind. 

Q- Have you any agreements in writing between yourself 
and the Hy-Grade Company giving you any rebates? A. We 
have our regular wholesaling contract with the Mine, which 
is the Hy-Grade Coal Mining Company. 

Q- And that contract is on the same basis as the 
Rosedale? A. Yes. 

Q- You have consistently claimed exemption from payment 
of income tax? A, Yes, 

Q. Have you claimed that exemption under section 4 (p) 
of the Income Tax Act or on the Rochdale principles of 
mutuality, or both? A. Under 4 (p). 

%- So you have relied consistently on 4 (p)? 

4, I presume that is fair, yes; section 4 (p),. 

Q» Do you only finance the operations of your members? 
As, LOS» 

Ye Do you only finance their operations or do you also 


trade with them? Ae We supply them. We are their agenev 


and we supply them, 
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Qo Answer my question, Do you or do you not trad 
your members? As No; We do nots 

Qe Do you not buy goods and sell to your members? 
A. We are the agency that secures goods for them and we 
supply them with those goods. 

Q- Do you mind using my terms? Do you or do you not 
buy goods? A. We buy goods, yes. | 

Q. And do you or do you not. sell goods? A, Do we sell 
goods? Yese 

Q. And to whom do you sell them -- to your members? 
There is no difficulty about. that? A. Excuse me. You 
askec me to speak your language. Now I am speaking your 
language, which is not cooperative language. 

Q. My point is this: -You do more than finance your 
members, do you not? ing YO@So 


Q. is there any doubt of that? That is a simple matter. 


V 


r 


You do more than finance them? As! Yess we certainly CO» 

Q Have you ever been asked to file returns undez the 
thneome Tax Act? As Yess | 
Q- And in those returns you have shown profits? Rather, 
{I will use your terms, and say “savings”, during: the course 
of this examination. You have shown savings, just as you 


have shown here, and despite that they have never assessed 


(Q 


VOuUr ie . NOs 

Qe And they have known that you traded? A. They had 
all the informations 

O. They had all the information about how you operated. 
Have they ever hed investigators investigate how you operate? 
Ae It depends upon what you call investigators. 
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you were operating within section 4 (p)? fe We have had 
representatives of the Income Tax Department in annually 
discussing our financial statement and our business. 

Q- They have been in to see you? haw Yess 

%- I presume you have advised the Income Tax Department 
that your members are neither producers nor consumers -- 
the members of the Federated Co-operatives? A. Repeat 
that. 

Qe are your members producers? A. Are the members 
producers? 

Qe Yes, A. Not necessarily. 

Q» Within 4 (p) of the Income Tax Act; or are they 
consumers? A. Mainly consumers. 

Qs Are they individuals? Ae Our members? 

Q. Yes? Ase YOs. 

Q- Did you not say they were the various cooperative 
associations? A. Yes. 

Q- That is what they are. So that you have no individual 
members? A. No, no individual members, 

Qe The members are the cooperative associations, 


el BL 


- 


Q. How much have you paid in patronage dividends since 
1929? Have you a calculation of the total amount paid in 
patronage dividends? he Ul facbed cnet with the Commission 
yesterday. 

Q- Have you got Table "B" before you -- the amended 
Panto "Bn? Ny Yes as 

Qe I think you can get it from the last column giving the 
allocation to members. Do you see that? AG Yees 


Qe Is that what you have paid in patronage dividends, the 


Sum of those items in that column? A, Yes. 
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Q- How far down have you paid out patronage dividends 
in cash? I am not speaking of what has been allocated. 
ise Down to 1936, 

Y. I have added up to there and I get $42,992.63, 

That would be correct if my addition is correct. That is 
the total amount you have paid since 1929 in patronage 
dividends? A, That is corrects paid aut. 

Q- Out of total savings. That would make your total 
savings, as you call then, approximately $600,000, namely, 
$556,000 total Savings as shown in the summary of allocations, 
and the $42,000 odd, approximately $600 , 000? 
ie Oh no; you deduct there. 

Q. Oh, that is included in the allocation; I am sorry, 
So that out of total savings of $556,000 you have paid out 
42,000 odd in patronage dividends, approximately. 8 per 
cente That is correct? Ae “TAG 1S SOrreore 

Q. Approximately 8 per cent of the earnings is all 
that you have paid out in patronage dividends over a period 
of fifteen years? fee Sess 

QY On page two of your brief, it you will refer to a ri 
at the end of the first paragraph you have this: "In short, 
the Rochdale principles were incorporated into the act." 
Then, towards the end of the second paragraph, you say: 

"as far as possible the Rochdale principles were incorporated 
into the charter of the new Co-operative Wholesale Society, 
now known as Saskatchewan Federated Co-operatives Limited,* 
Thetis cormrecgr “As Yds. 

Q- and it is a fact that you use the term "Rochdale 
principles" quite frequently throughout the brief. Having 
used that term, what do you mean by Rochdale principles and - 
what are they, very briefly? What bearing have they on this 


problem? A. I don't know that I can give all; I would be 
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an encyclopaedia to remember all those things. However, 
the principles include one man one vote, a reasonable rate 
of interest on Share capital, participation of members on 
the basis of volume of business which they have done with 
the company. Those are some. 

Q. May I give some others that are general principles. 
Is this one of them -- a small group of consumers? Isn't 
that a part of the basis of the Rochdale principles? 

f&e Oh no. 

Q. Let me say then a group of consumers -- in fairness, 
producers or consumers. Isn't that one of your fundamental 
principles? A. I am subject to correction, but I don't 
think that is customarily looked on as part of the Rochdale 
principles. The small groups were the people who developed 
the Rochdale principles but they did not stipulate that it 
Nad. Go be. a small ‘eroup or a group of any Size. 10 was 
&@ principle they laid down, not the size of the group. 

O. Did it not begin with eiher producers or consumers, 
whether the group be large a small? Put it that way for the 
moment. ‘vet Loos 

Q. Distribution at cost is another important principle, 
is it not? A. Noe. 

Q. <sn't that an important Rochdale principler 
ae Not distribution at coste 


Q- Well, what at cost? A. Handling of goods at 


). Perhaps you are more correct there than I. The 
next principle on that basis would be that any savings would 
be paid as patronage dividends? te Savings would be 
returned to the members. 
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wa, oCOU did: not Say So, but was not that a fundamenta. 
Rochdale principle? a» Certainly it was. 

Gs Pret Savings would be returned to the members in 
cash? Ae No, returned to the members. 

%« Returned to the menbers at any time? feor LT think 
you will find how it is get Portia. 

Q. according to your definition of the Rochdale 
principles, it matters not whether these Savings are ret= 
urned within a year or two years or Seven years. Is that 
your view of the matter? s. I would say that was entirely 
a Matter that ~ested with the members. 

%- 4nd therefore the Rochdale principles could be 
diluted as anyone might desire. Aah Ge Bicie 

Y» Do you distribute at cost or handle goods at cost? 
ae You should follow my statement through. This amount we 
Show as unallocated reserves was allocated to the members, 

%e a&llocated but not paid? Ae Theat. is correct. 

4 I think we have that clearly; and, as we Said, you 
have only paid in those fifteen years 8 Der, Cent) ofo the: Gopal 
allocations. You have only paid 8 per cent in cash, is 
that correct? A. Yes, 

de «and do you suggest now that you operate completely i 
accordance with the principles.of Rochdale? A, I think so. 

Q- «You think you do? fie wih Sie 


Q. Of course, you have read 4 (p)? Ae Yess 


4+ Section 4 (p) of the Income Tax Act? «ade Weet 


¥ 


( 


4. And you know what it SayS as to cooperative 
associations consisting of producers or consumers. You 
KNOW about that? ne YeS. 

%- You also know about the restriction as to asscolati 


merely financing their members? A. Yes, 
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Ye You know 4 (p) quite well? A. Yes; I have been 
through it. 
MR. FRANCIS: I do not think the word “merely” is used. 
BY MR. THORVALDSON: 


Qe I am sorry about that; financing is the word in 


v 


4 


4 (p). And of course you know also about the reference 
fir ty) GO the Obligation to turn over goods at cost? 
aa (ec; Loam Taniliar with it. 

Q» You know that it is stated in 4 (p), that you are 
under an obligation tc turn over goods to your members at 
cost? AL) at “chat is “the wording: 

G- That is the’ wording. I-will read itvto yout "Purchess 
Supplies and equipment for the use of such members under an 
obligation to turn such supplies and equipment over to 
them at cost, plus necessary expenses and reserves." I take 
1% you interpret that “at cost" to be quite fulfilled de- 
Spite the fact that you do not pay patronage dividends for 
a period of seven years after the cost is incurred? 

4. In reply to that question, I would say that we and also 
apparently the Income Tax authorities concur. 

y4¢ They have concurred, you say. I am not disagreeing 
with you; they seem to have. At the top of page three you 
say: "It has always been assumed that the member associat- 
ions of the Federation were exempt under the first part of 
section 4 (p) as long as their non-member business did not 
exceed cO per cent of the member business," Why do-you put 
those words there -- "it has always been assumed"? 

A. That was the general opinion, by virtue of the fact 
that the majority had not been assessed for income tax, 
It must be a statement of fact. 
Q.- You have not investigated to see how they did business. 


or do you investigate from time to time to see how your 
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Iembers do business, whether they comply with section 4 (np) 
or Nou? A. In a general way we know that they are doing 
SO, and they are subject to check-up by the Income Tax 
authorities, 

Qe Do your members generally pay patronage dividends, 
Or do they do ‘as yowdo, mainly @ililocate tien? . As They do 
both. 

Ye Do they pay to a greater or less extent? <A. That 
is a question which it is very difficult to answer. It 
varies entirely with the different points. At some points 
they pay half their savings out each year and they may re- 
tain the balance for three, four or five or more years. 
some have paid out the retained balance at the end of a 
three-year period, 

2- I suppose it would be fair to say that in general, 
in the majority of cases, they use most of these tax-exernp. 
savings for expansion instead of paying them out in cash 


dividend? <A. Yes; the people leave them for that purpose. 


ne LOU havevused) 90) per scemh oh wrour  savinoe. Tor 


@ 


A 


expansion? Ae rk ea 

Q. On page four you say that the recommendation to 
pay interest on shares was in general followed by the 
members. What ado you mean by the words “in general"? Were 
there some exceptions to that? hy Gass 

Q.» There were exceptions; and were those associations 
assessed for income tax? A. I could not answer that. 


~ 


4» On page four you refer to “the spirit" of 4 (p). 
What do you mean by the spirit of 4 (p) -- the Rochdale 
principles? Lar J ese 

Q. You feel, Mr. McKay, generally that the spirit of 
4 (p) is that you should only be entitled to exemption if 


you operate on Rochdale principles. Isn't that why you have 
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that statement there -- that you feel you are only entitled 
to tax exemption if you carry on business on the basis of 
the Rochdale principles, as you call them? As Yess 

js That is why you have that statement there? 

4¢ You feel that the spirit of 4 (p) is such as to 
entitle you to build up a surplus of over half & Million 
while paying no patronage dividends but $42,000. Do you 
feel that you are within the Spirit of 4 (p) while operating 
that way? A. Exeuse me. It was the Spirit) of) fi iar 
thousand odd that built that up. It was not 4 (p). 

aw hher ts cour brief, however. You take responsibility 
Overy Aye Yes, 

Ye And you feel that you are within the spirit of 
4 (p), notwithstanding that you have made over half a 
million and have paid out in patronage dividends only 
$42,000. You feel that? Ae. lee. 

Q- On page five at the bottom of the second paragraph 
you ea "The association is granted wide ancillary powers 
in addition to its main objects which usually include rend- 
ering services of a pecuniary value to its members." Does 
that mean services profitable to the members? Aa ‘To vere 
advantage of the members, 

Q» You think it would be better to Say advantage. Do 
you mind if I use the word "profitable? A. You can use 
any word you wish. 

Q- Would you agree that was reaScnably correct, the 
use of the word profitable there? A. No, 

Q- You think I shoulda say “rendering services which 
would be a saving to the members"? You think that would be 
better than to use the word profitable. Have you any 


particular objection to my using the word profitable, or 
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would you adopt it as your own? A. I have no objection 
whatever; you may use any language you choose as far as I 
am concerned. 

Q- After all issaid and done, the matter of savings 

Or carnings or profits or Surplus is largely a matter of 

terms, a matter of language, is it not? A. It is largely 

a matter of principles. 

Q- You do not think it is merely a matter of terms, 

a matter of language? Beal) | Nos 

Qs ON page sik, in paragraph two, you say: "The 
remainder of the surplus Shall, subject to the provisions 
of the by-laws, be divided among the members and patrons 

in proportion to the volume of business which they have done 

with the association." What do you mean by "divided" 

there -- shall be divided among the members? What do you 

mean by the words "divided among the members"? Do you 

divide your surplus among your members? A. You have to 

Split them up some way. 

Q. You split them ups - Do you split them up on your 
books? A. On. cur books? 

Qe Yess A. We divide in accordance with the volume 
of business the members have done with us. We advise the 
members at the annual meeting, we report to them, and they 
ay eure tet us what they wish to have done with them, 

Q» The reason I ask you about Civili ne is this, 
Suppose I have an apple ana you ask me to divide it between 
you and me. I cut it in two parts and keep both parts. Is 
that a perfectly good division? A. It might be from your 
point of view. 

Q- Well, isn't that what you do when you are dividing 
the surplus? You divide the apple and you keep the whole 


applee A. Well, in that case we don't eat the apple. It 


ei 
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is put away so that te is available later on. In your case 
I imagine you would eat the apple, 

Q. But is it right when you speak of dividing the 
surplus? You divide the apple but you keep both parts, or 
all of the parts except & per cent. A, On instructions, 
yeSe 

Q. You take 8 per cent of the apple, and give it to 
the shareholders in cash? A. Eight per cent may not be 
right; it depends on the attitude of the members. That 
might be reduced. 

Q. I think the percentage is approximately right. 

A. You don't get my point. Another year we might make a 
couple of hundred thousand and they might tell us to keep 
it, and the 8 per cent might be reduced to 4. 


0. I am talking about what you have done. You have 


Vv 


TAN 


get out fairly well what you have done, have you not? Wher 
you pass such a by-law as you refer to there, what happens 
to the obligation in 4 (p), the obligation to turn over 
goods at cost? A. Which by-law do you refer to? 

Q. You say you allocate your surplus and pay out 
patronage dividends pursuant to by-laws passed from time to 
time « Ay / Xess 

Q- Well, do you agree with me that the obligation to 
turn over goods to your patrons or members at cost is some- 
what diluted? A. No, I don’t agree. 

Q. Will you look at page seven of the brief, Mr. McKay, 
in the second paragraph: “That all dividends or any portion 
of the dividends due to members may be retained for and used 
for any purpose of the association, and that dividends re- 
tained may be paid to members at such time and in such 


manner as the directors may determine.” Do you say that is 
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in accordance with the Rochdale principles? A. As the 
clause you are dealing with is out of the Co-operative 
Associations 4£et, yes. The Rochdale principles include 
democratic control, and that merely gives the individual 
Members a right to exercise their democratic control in any 
way they desire, 

Q. Of course, all this is done by the directors; they 
control the situation? A, No, everything is done by the 
members. The directors, as pointed out yesterday, would 
hot last very long if they undertook to do all these things 
and did not do them in accordance with the instructions they 
received from the members, 

Qe Take the next paragraph: "that the scale of divid- 
ends due to patrons or members may vary as between the 
different kinds or classes of commodities purchased by them 
from or sold by them to the association or services obtainea 
by them from the association, in such proportion as may be 
determined by the directors." Now, is that in accordance 
with the Rochdale principles, namely, paying varying 
patronage dividends based on various commodities? 

Ae I would say definitely, yes. 

Q- Jind would you say that the next clause is in accord- 
ance with the Rochdale principles. It reads: "that the 
directors may declare that no dividend shall be pata in 
respect of such commodities or services, or kinds or classes 
of commodities or services, as the directors may determine." 
Would you say that is in accordance with the Rochdale 
principles? A. Very definitely, yes. 

Q.- And also the next paragraph: "that the scale of 


patronage dividends paid to members may be higher than that 


of such dividends paid to pabrons." Would you Say that was 


in accordance with the Rochdale principles? A» No. 
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Qe You would not say thet? A. No. 

Q- I am glad you agree with me there. A. I don'tt 
know of any association that pays a higher rate to patrons 
than to shareholders, 

Q- You have what you call members and patrons? 

Ac “Yess 

Qe Two classes? A. Excuse me. A lot of these 
questions really deal with local associations, and I want 
it understood that my replies are really based on the Co- 
operative Associations Act. 

Q. In the second paragraph on page eight, in the 
third line, you say: “limited returns on capital and the 
distribution of surplus on a patronage basis have been 
grafted into the Act....* I suppose you mean, instead of 
the word distribution, allocation. Would not that be more 
correct? You do not distribute*your savings, do your “Thar 
is the very thing you do not do. “Isn't that’ right? 

A. What is the legal definition of distribution? 

Qe Il am giving you an opportunity to correct what I 
Chie .9 en error in your orier.e “AQ, “I. .donls Gian ae aes 
Q- Do you distribute your surplus? A.  What°is 

distribution? 

Q.- iI think it has reference to something that you 
distribute and actually hand out to the members. A. I contend 
that if it is earmarked to the members it is also distributed. 

Q.- Then you say that to distribute means the same as 
to allocate? A. Pretty much. 

Qe Does it mean exactly the same or pretty much the 
same? A. I would not want to go that far, 

Q. But you think that distribution here means eon 
as allocation? A. Yes; [ would say it is pretty much the 
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Qe And you use the word distribution there daasieoene 
fact that your by-laws contain the provision that there | 
Shall be no distribution for seven years. Your by-laws 
provide that there shall be no actual cash disbursements 
until seven years after the saving has been earned. Is 
that right? A. No; that is incorrect. 

ee YO you not) say “thavlini’ your jbriel? Ae We have 
no such: by-law. 

Ge L‘will ‘come to that later.  Dethinkvitrisiunene. 
he This is the local association. If you want to direct 
a question to the Federated -- 

Q. 1 am directing this question to the Federation. 

It is true you have a by-law of the Federation. You re- 
ferred to the seven-year revolving-door plan yesterday. 

A. No. There is no by-law with reference to seven years. 
The duration depends entirely upon the shareholders, upon 
the members. It can be Seven years or seventy yearse 

Q- But in any event it is true that this is. the year 
1945 and the last allocation that you have made, that is 
the last payment of dividend that you have made to your 
members, was in 1936, was it not? Bai Les 

a. That as, nine years aco? Ae YOSe 

Q» Your earnings made nine years ago are now being 
paid in 1945, or were paid in 1944? A. No. They were 
paid out in 1942. Nothing has been paid in 1943 or 1944, 

Qe Nothing has been paid, no earnings have been paid, 
Since 1936. The 1937 earnings have not been paid out? 

A. No; that is right. 

Qe May I refer you to page sight, just as a matter of 
words, because words seem to be important in this. On 
page eight in the second paragraph you say: "In other words, 


associations under the Act are simply convenient agencies 
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by which groups of people in the province of Saskatchewan 
supply themselves with goods or services on e cooperative 
dDasis." Would you mind if I suggested that instead of 
"convenient agencies" you insert the words “corporate bodies 
by which groups of peoplo™yvand so ony 9 You would "not | 
object to that, would you? Would not that be a little more 
correct than to say that the associations are Simply con- 
venient agencies? A. The brief wag approved by the Board 
of the Federated Co-operatives and I would be reluctant to 
agree to that change. 

Qe Are they not corporate bodies? 4. Yess 

es, het Sorbie of erst) wate Api Yes. 

Q- So that it would be just as correct to say that they 
are corporate bodies rather than convenient agencies? 
Ae I would not agree to that. 

Q- Wil? you refer to page ten, the middle of the PAZE « 
I wish to read this to you -- you were talking about the 
right which your Board has to deal with the distribution of 
surplus. You say, with respect to the distribution of 
surplus, that the by-laws provide "that the Board may de- 
termine the manner and time of payment of such Surplus and 
may retain the whole or any part thereof to assist in ad- 
justing from time to time the amount contributed by each 
of such members and the members thereof to the funds of 
the Federation to provide the working capital thereof, on 
such basis as the Board shall deem just and equitable." 
Do you see anything in that clause which woulda put you 
within the obligation provided in section 4 (p}?  Thtother 
words, is it not a fact that your Board may determine 
exactly what they do with the surplus? Your Board do 
determine exactly what they do with the surplus? “A.uNo 


that is not correct, 
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Dea Len >. le correct? AY No; that as not-correct. 

i Well, is this section in your brief not correct? 
is there any error in that part of your brici? . That is 
what 1 want to know. Ae That is the by-law; that is 
the provision in the by-law. 

Qe That is the by-law and it seems to be very clear 


that the Board is in complete control of what is done with 


‘the surplus. . isn't that so? A. Yes; but who are the 


Board? 

Q@. Yes; who are the Board? I suppose you have a 
Board of Directors? A. Yes, and responsible too.: 

Q» In connection with your subsidiary Consumers Co- 
operative Refineries Limited, how is that owned? 

A. Exactly the same way as the Federation, owned by the 
local people through their local cooperative associations. 

Q. Who holds the stock? Is there share capital, or 
is the stock in the form of membership? A. There is share 
capital and there are deferred dividends as with the 
Federation. 

Q.- Let us deal with the share capital. You say there 
is. share capital? A. Yes, 

Q. Who owns the share capital in Consumers Refineries 
Limited? Ae The Federated Co-operatives. 

Qe So that your associations are not owners of that 
capital? &. The associations own the shares in Federated 
Co-operatives. 

Qe The Federated Co-operatives own all the stock in 
Consumers Co-operative Refineries Limited? A. Yess but 
who are Federated Co-operatives? It is the local associat- 
ions, who in turn are local members. 


Q» Will you answer that one question. Is it nota 


fact that all the stock of Consumers Co-operative Refineries 
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Limited is owned by one entity,. namely, your Federated 
Co-operatives? That is correct? Ay Yess 

Q. There is no doubt of that, They are the Consumers 
Co-operative Refineries Limited and they have no members -- 
just one member. That is right, 1s it Hot? A. They have 
sixteen members, 
Q. Who are the sixteen? A. Sixteen directors of 
the Federation, 

Qe The sixteen directors of the Federation only hold 
the stock in trust for the Federation? A, Yes. 

Q2- And they are not the consumers, are they, your 


Sixteen directors? A. Oh yes, they are. 


Qe They are not the only consumers of the Refineries? 


Qe There is no doubt of course that all the stock is 
owned by one member, just by the Federated, Turn to page 
eleven, at the middle of the page. You refer to represent- 
ations made at one time to the Income Tax Department when 
that company asked to be exempt from income tax. You say: 
"As the refinery was a new type of endeavour, involving 
processing, the income tax official’ at first contended 
that it was liable to pay tax. Submissions were made or 
behalf of the refinery including the following: (a) That 
it was a farmers' cooperative within the meaning of section 
4 (p)." What do you mean by that is this, that at the 
time these representations were made the Consumers! Refinery 
was owned by the farmers, That iS wien or A. Owned by 
the farmers, farmers! cooperatives, 

Ye Owned by various members anyway. lt was not under 
sole control as it is now? tle Not exactly the same type 


of control as there is today, 
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9 Originally, as I understand, was not the Refinery 
owned by individuals and taken over by you later? <A. No. 


Q. It has been owned by you all the time? Ay Le 


‘was owned by cooperative associations largely all the time. 


There were some independent shareholders in the initial 
stages who were subsequently purchased out. 

Q. So that it was owned originally by individuals and 
cooperative associations, A. The same exactly today, only 
the cooperative is slightly changed. 

Q. LI don't understand that. Was not the stock in 
the Consumers Refineries at one time owned by individuals, 
whereas now it is all owned by the Fedcrated Co-operatives? 
A. legal ownership, yes. 

Q. The legal ownership is now in the Federated Co- 
operatives, but at one time, when these representations 
were made, to which you refer in sub-paragraph (a) of vio 
second paragraph on page eleven, the ownership of the stock 
in the refineries was in the hands of individuals and co- 
operatives? A. Upet Le corrects 

Q. So that there was a change later? Ay “Yoss 

Q. And now will you look at sub-paragraph (d) on 
page twelve: “That the Refinery was an association owned 
or controlled by cooperative associations and was organized 
for the purpose of financing their operations." What do 
you mean by that? 

MR. FRANCIS: The witness does not say this. This is 
simply a report for the benefit of the Commission. These 
submissions were not made by the witness. 

THE CHAIRMAN: It is contained in the brief and he is 
under cross-examination. Mr. McKay will say whether he 
knOWS e 


MR. FRANCIS: It is not correct to say that Mr. McKay 
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Says this. He says that these Statements were made. 

THE CHAIRMAN: Mr. McKay is able to take care of that. 

BY MR. THORVALDSON: 

Qe Were these representations made? ee These 
representations were made to the Income Tax Department, 
and with your permission Mr. Chairman, I would like to read 
vie reply from the Department. 

THE CHATRMAN: You may ado so, 

MR. THORVALDSON: What is the date of the reply? 

THE WITNESS: August &, 1938. 

(The witness read the letter) 

BY MR. THORVALDSON: 
je That was done on the basis of these representations? 
lis + YOSe i 
Je ind apparently it was represented that the Consumers 
Refineries was organized for tho purpose of financing their 
operations? i. That is one of the arguments. 
J. Is that a true statement? Was not the Consumers 


Refineries organized for the purpose of refining oil and 
selling the product? de lt) Wes primarily organized for 
TSTAnine, and in the refining process of necessity it had to 
be financed to a great extent. 

Qe Why “of necessity"? am. To carry the inventories 
and the obligations that were entailed. 

2. Is it always necessary for a wholesale concern or 
a refinery to finance their buyers? Why did this not state 
that the purpose of the refinery was to refine and sell oil? 
fe 1 Cid. not prapare at. T imagine the idea is to put all 

allable arguments before the Income Tax authorities, 

Qe Will you agree with me that sub-paragraph (4) an 

page twelve is not a completely true Statement? ie NOW a 


would not, 
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Qe You still maintain that it was organized for the 
purpose of financing their operations? is) LS9One Ory its 
funetions. 

Oey, And also. to refine ana sell. In the middle of 
the page we come to the change-over which we were discussing 
&a moment ago: “The shares of the refinery, previously. 
held by local associations, have been acquired by the 
Wederation which controls the ReLinéery andy is itself, as 
before explained, controlled by the member associations." 

So that there is no doubt there was a change after 1938? 

Ye That change occurred after these representations 
had been made to the Income Tax Department. A. Oh yes, 
certainly. 

Q- Did you advise the Income Tax Department as to 
change of ownership? &. The Income Tax Department had 
not been advised. 

Qe You say that in-19ss you made representations to 
the Income Tax Department for exemption on certain grounds, 
one of which was that it was a farmers’ cooperative within 
the meaning of the section. Another one was that it wes Lor 
the purpose of financing their Operations, and after 1938 
there was a complete Change in ownership, and you say you 
did not advise the dopartment about that change? A. Complete 
returns will be furnished the department and they will take 
whatever action they deem right. 

d¥¢ The income tax returns say nothing as to ownership. 
A. The ownership is the same still, vested in Cxactly the 
Same people as it was before, only in a little more 
circuitous manner, 

Q2- Is this statement on page twelve not correct: 


"The shares of the refinery, previously held by local 


* 
ee 
i 


4} © 


B-1345 


-13545- Mr. McKay 


associations, have been acquired by the Federation which 
controls the Refinery and is itself, as explained before, 
controlled by the member associations." Is that correct 
or incorrect? A. That is correct. 

b, And there has been a change, has there not? 

4. There has been, yes. 

Qe And since that change, despite the fact that you 
sceured income tax exemption on a different type of organiz- 
ation, entirely on a different basis, nevertheless you have 
made no representations to the Income Tax Department as to 
the change, where is no @reat GLiITicuLoy 12 Saying yes or 
no to that question? 4. No. The Income Tax Department 
may or may not know of the change. There has been really 
no change; all that is changed is the actual Ownership of 
the shares, but that is only a very small portion of the 
capital in the organization. The balance consists of equities 
held by the member associations, 


Q- It is not a correct Statement, then, that the 


v 


N 


Federation controls the Refinery? i. bu COnNUnO le “tire 
shares. 

2- You say here it controls the Rerinerys Ae — Yee 

Q- There is no doubt the Federation Controls “ie 
ie LOG. 

¥¢ <I think that is sufficient on that. Now we come to 
the Consumers Co-operative Mills Limited, which was organized 
for the purpose of operating milling facilities. Who owns 
Consumers Co-operative Mills Limited? A. The Federated 
Co-operatives. | 
Q- You own all the stock and that is hela exactly in 
the same way as the refinery? Ae Yes, 
de .00 Of course it has no members or consumer share- 


wv 


holders? A. Not directly. 
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Qe The same exactly applies to Inter-provincial Co- 
operators Limited. That company has no members or consumers, 
individual nembers or consumers. You own all the stock -- 
that is, Federated Co-operatives? Poa iy LORS 

Q- Have these companies been exempt from income tax? 
4.6 Consumers Co-operative Mills so far has. Inter- 
provincial Co-operatives made no incomes and so consequently 
there was no question there, National Co-operatives and 
Farm Machinery Co-operatives are iumerican companies and I 


am not in a position to say just what happened there, 


% You don't know whether National Co-operatives or 


¥ 


K 


Harm Machinery Co-operatives paid taxes? A. I dontt think 
they did, but I don't know. 

%- But they are owned completely by Federated Co- 
Operatives? A. By Federated Co-operatives and other co- 
operativese 

Ye Yes; that is right. Now will you. look ab Table. apr, 
You have there what you call a twine naser ys of 12 500.6 
Have the Income Tax authorities, in connection with all 
these reserves, ever had a word to say about the building 
up of these reserves? fi. We have not been assessed £07 
income tax. 

Y j4And as a result of that you can build up any reserves 
you like, whether they be depreciation or anything else, 
without any interference from the Income Tax Department? 

4. No; that is not correct, 

4- That is not true? A. That was a justifiable 
reservee | 

Q- «Answer my question. I will come to the question 


of reserves in a Minute; but does the Income Tax Depar tnient 


interfere in the Slightest with any of your reserves? 
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Does it interfere with the manner in which any of your 
reserves are built up or allocated? A. The Income Tax 
authorities check very carefully into everything and I 
am quite satisfied that if they found something that was 
in contravention of what they regarded as fit and proper 
they would check us up, and check us mighty quick. 

4. Why should they check you on a reserve? Why should 
they bother to cheek you on reserves? You are exempt from 
income tax, are you not? ise Yos, we have been. 

Ye SO why do you make the statement that you think 
the Income Tax Department would check you severely on 
reserves? 4. Because they are interested enough to come 
into the office and check anyhow. 

Y But they are not interested in any reserves you 
build up. You are tax exempt. Ae Why do they come and 
check, then? Excuse me for asking you a question. 

Q- Do they come to check your reserves? A. I don't 
know. They go through the records anyhow. 

Q. Will you explain that binder twine reserve and the 
$12,000. What is that for? What is it a reserve against? 
4. Against an emergency. That was moncy made on a carry- 
over on twine due to price. If the price £068 up’ it is 
to be assumed that sooner or later it will come down, and 
that was not an ordinary savings made in the Operations of 
the business but something special that would be required, 
in the opinion of the Board, to take care of the slump that 
will come. It was considered good business to set it aside, 

Ye 4S a particular reserve for a particular commodity? 
Why do you say it is something special? A. At that 
particular time that was about the only merchandise we were 


carrying for the service of our people. We made money owing 
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to having a carry-over. 

Q- When did you make that money on binder twine? 
A. It is a carry-over from 1940. 

2. ,YOu were selling all) kinds of other 2oods in.1940, 
ne OS a 

Qe Whom is that $12,000 intended to benefit -- your 
associations? iis, YOSs 
de te you sure of that? Ae i&bsolutely. 

Q. Why isn't that in the general reserve? Why is 
that binder twine in a reserve all by itself? Does that 
benefit exactly the same people as your allocation to 
members, $418,000? 4. In a general way, yes. 

% Why do you say in a general way? Pan BEG Bee: 
impossible to follow everything back to some individual or 
organization, so that in the case of any unallocated surplus, 
while it could be followed it would involve a lot of un-~ 
necessary work. 

Ye IL suggest it would be a lot easier if you were 
entirely frank on this and state the reason. I will give 
you the reason. Is not the reason this, that you deal in 
binder twine with people who are not your members at all? 
A. TO some extent. 

Y- To what extent? A. a& limited extent. I gave 
figures yesterday of the total volume of business with non- 
members, around 4 per cent. 

Q. And part of that was binder twine? - A. Yes. 


$- Are you sure that binder twine business is only 4 


per cent? Ae «absolutely. 


3» You deal with elevator agents? A. We have a 


number of elevator agents, yeSe 


9. <aAre they your members? Av NOs 


¥ 


y Why did you not say that right at the start? You 
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knew that was what I was driving at. A. No. 
¥- and this reserve of #312,500 was not for elevator 
agents who are not members? dia d MOGh Cs 
Ye Isntt that exactly the reason why you have that 
reserve of $12,500, because you sell a lot of binder twine 
to elevator agents who are not members of your association, 
and you Say there have been unusual profits on the binder 
twine, which really belong partly at least to these elevator 
agents who are not members. Isntt that the explanation of 
this reserve of $12,500? A. No, absolutely not. I an 
sorry I cannot give the information and I would like to 
have an opportunity to get the figures, but the amount of 
binder twine sold through these’ men you mention was very small. 


> 


J» You cannot make a guess? Bo ONG 

fe ml VOW Say that is not the reason for the special 
reserve? De (NOs °L Was e-2ittle conrused tierce. ypu 
the early years we had a lot of business through these pool 
clevator agents, but today most of those points Have organiz- 
ed cooperative organizations so that the amount of binder 
twine or any other commodity which we sell other than true 
cooperatives is very small. 

Q. While we are on the 4 per cent, 1 take it that 4 
per cent includes all the business. When you say 4.35 per 
cent of non-member business, I presume Lt can take 1h for 
granted that covers both Federated Co-operatives and the 
subsidiaries? h, Tha eo p erent. 

}» Can you give me any figure on non-member business 
for the Federated Co-operatives and all the subsidiaries? 
ise ROS, YeOce 

Ye 9062? i. Excuse mej} that is only the figure for 


the Federated Co-operatives including the mill. The Federated 


Co-operatives include the mill and the refinery. I have not 
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got that, but that would be much lower than 9 per cent. 

3+. What is the 9 per cent? Will you make clear what 
the 9 per cent of non-member business is. hy sn the 
operations of the mill there has been a substantial percent- 
age of the business with the British Ministry of Food, a 

lot of export flour, and that increases the percentage of 
non-member business. That is responsible alone for the in- 
crease in non-member business -=- the flour milled for the 
British Ministry. 


QO 


»* SO when you refer to non-member business of 4.3, 
that is not correct. Does that include the mill? A. No. 
}. The mill exports a lot of flour overseas? 


we Cae LS COTYest . 


- Very considerable quantitics of its products? 


2. And of course the mill was built for the purpose 
of providing your associations with flour? i. Purchased 
for that purpose. 

Qe We will come to the mill later on. Anyway, includ- 
ing that you say your non-member business is nine pcint 
something? “as That is the Federated Co-operatives includ- 
ing the mill but not including the refinery. Were the 
refinery fugiuded, the percentage would be probably five 


and a half or thereabouts. That is a guess, but we can get 


ay that in 1940 you stooped paying interest 
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cn Share capital? iy Lees 

%. And up to that you paid about $18,000? A. Yes. 
J. You stopped because you were told that if you 
ecntinued to do so you would not be tax exempt? 


ae <Absclutely not. 
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¥- I thought that was what you said. So it did not 
matter as to your tax excmption whether you paid interest 
on capital or not? Aa Lee, Lo. miehe sbeve-. 

(wenbou US clear that up.  Whas A the situation as 
to the payment of interest on capital? (Why did you stop 
in 1940? we We paid interest on share capital when 
the share capital was furnished by the members, on a not 
altogether equitable basis. Once we developed equitable 
financing, that is with the members financing the organiz- 
ation to the ‘extent that they used the facilities, their 
capital related to their purchases, then payment of 
interest went by the board and it was simply transferring 
the same amount of money from one pocket to the other; so 
whether we paid interest or did not pay interest, the same 
results in the individual cases were achieved. So naturally, 
to get away from accounting and what-have-you, and to savisfy 
that point, we ceased paying interest. 

Q. So it had nothing to do with tax liability? 

A. Not of necessity. It would have been done anyhow. 

Q. On page fifteen you say: "The Federation has been 
mainly financed and its growth made possible by the member 
associations agreeing to leave their savings with the 
organization for the purpose of providing the finance necess- 
ary to furnish additional services which they desired.” 

That appears at the top of page fifteen, You say this was 
possible ‘by the member associations agreeing to leave their 
Savings with the organization.” Is that right? Did they 
all agree? Have the member associations been unanimous on 
the point, or is that matter decided by the majority? 

A. It is decided by the majority. 

9. According to perfectly sound Rochdale principles? 


% 


A. Perfectly democratic. 
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je And also in accordance with Rochdale principles? 
Ae oOFes, 

Q- If any association does not agree, if any associat- 
ion wants its money, what happens? A. I could not tell you} 
they have not wanted it yots 

. «and of course, if they did want their money, you 
have used all these earnings and savings for expansion? 

&. It would depend entirely upon the circumstances that 
would happen. 

je But actually now speaking of the allocations to 
members of $482,000, substantially all that has been used 
in purchasing a building, putting up your various subsid- 
laries, and so on, has it not? Substantially all your re- 
serves, your allocations or reserves for bad debts and other 
Teserves, allocations to members, $556,000 —— substantially, 
that has all been used for expansion, has’at nog? 

4&- Not expansion of the subsidiaries. 

Q No, but for expansion of the Federated Co-operatives 
by the purchase of Subsidiaries, by financing Subsidiaries, 
and so on? i, No, excuse me, 

Q- Have you approximately half a million dollars in 
the bank? A. Not half a million. 

ge YOU Dorrow from the bank? A. Quite frequently. 

Qe You use that half mildton in your business anyway? 
A. Yes. 

Q On page fifteen you refer to two kinds of member- 
ship, do you not -- in the middle of the page. You say: 
"The by-laws were subsequently amended to provide for large 
cooperatives to hold up to 31,000 in share capital." That 
Levtorrect? Nie. SOE» 


Q- So that gives you two kinds of Membership? oA. No. 
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Ye Why do you refer to large cooperatives? There wust 
be one type comprising large cooperatives, and another type 
comprising small cooperatives. Are there? A. No. There 
are graduations, but that was the first attempt to have the 
cooperative members carry their fair share of the burden of 
finance. Previously $500 was the limit. It was considered 
unfair that a small association should be required to put 
up $500 whilc a large organization would get away with $500. 
That was the first step towards providing equitable finance. 

Qe “But you did compel certain organizations which you 
considered large cooperatives to hold up to $1, 0008 
se I don't like that word compel. 

a Well, you did provide that in your by-laws. A. They 
told us what they wanted us to do and we did it. 

Q- But that was done? A. Oh yes. 

Q- And that is a different type of membership from the 
small cooperative. There was some difference anyway? 
ie The only difference was in the amount they were required 
BOwouy a Lil, 

Q- it is true that some had $5,000 worth of stock and 
others did not have to pay that much? A. Yes. 

Qe And you feel you are still within the Rochdale 
principles? fae 108%, 

Q- On page sixteen in the fourth paragraph I see some- 
thing about which I would like to ask you a question or two. 
You say: “At the 1943 annual meeting the delegates unanimous- 
ly decided that in view of improved economic conditions 
Savings accruing to the members could be used to good ad- 
vantage and should be retained for expansion of services to 
member associations." JI refer to that expression "expansion 


of services." Can a private business expand services 
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during war time to any extent? i. To some extent it can, 

OF How? 4 Exactly as a cooperative. 

Q- What about war-time controls? dren't there war- 
time controls? i.e We are subject to the same. 

Q- re you subject to them? i NO Sy 
}. Do war-time controls apply toiyou? wi.» «Ll beg your 
pardon? 

Q. Do war-time controls that are within the Income Tax 
act apply 0 you? You know the various war-time controls 
such as those with respect to advertising expenditures and 
depreciation reserves which apply to ordinary corporations. 
Do they apply to you as a cooperative? ed That i'sire 
question. 

i+ You know they dontt. .« I imagine they would 
check up on us. We don't spend money on advertising, or 
12Gtle at any rate. 

Q- They have never chocked on you in regard to your 
advertising expenditures? 4. No, they have no need to; 
we don't spend any. 

Qe But they never have? tues NO 

Q%- In connection with the sale of binder twine, who 
keeps the retail profit on the twine -- the elevator agents? 
se I cantt answer that question. thmost instances I presume 
they do. 

Q- What happens to your profits on the twine business? 
I suppose it will be all right to call that "profits" now, 
so far as the twine business is concerned? tse We admit 
that is non-member business. In the brief we deal 
Specifically with non-member business, 

Q. And you agree that is profit? fi. Yes. 


Q- And the profit you have had, or the savings you 
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have made on thé twine business -- you sereo that 2s prolate 
4. We have conceded that point, yes. 

.e Have you ever had any interest on capital or other- 
wise, or have you ever had any revenue from the Hy-Grade Coal 
Company? Dee ORO 

Q- You say the Hy-Grade Coal Company has no income tax 
because it has not made profits? TUE hi 2a 

2» Was it making profits at the time you took it over 
Cpr Or LO mba te an]: Ae Sometimes. 

Qe. You pay regular prices for your coal? <A. Possibly 
the mine may have been sold to us in anticipation of not 
making profits; in other words, it was not a very “hot" 
proposition. Put it that way. 

9. That is, when you went there? fie VY OSs 

Q- You don't control this company? Do you control 
the Hy-Grade Company? A. Not greatly. 

Q. Have you a majority on the Board of Directors? 
ie Yes, 

Qe So that by virtue of the majority you have on the 
Board of Directors you can obviously arrange to buy your 
coal from that company and deplete the profits of that 
company to the vanishing point? ah O's 

Qe Can you not? ie No. 

QQ. Why? ii. Because we only own one half of the 
Shares and can be outvoted by the other half, by two men 
on the Board, 

4+ Gan you be outvoted by 50 per cent? A. No; we 
can have a deadlock. 

BY MR. NADEAU: 

QX¢ Who owns the other 50 per cent? A. Major Macdonald 


v 


was one of the original owners of the mine. 
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Qe He is still the owner of 50 per cent? CW hs 

Gy, -leahe interested in your cooperatives? A. Not 
directly. 

Q®. Indirectly? .&4. The same as anyone else. in the 
abstract he is interested, but not in any other way. 

Os How do you explain that? .A. From the philosophical 
angle he is interested in the cooperative movement. We 
are good personal friends and he takes an interest in the 
movement, but he gains nothing by his interest. 

BY MR. THORV/.LDSON: 

Q. Mr. Macdonald is part of the cooperative movement, 
is he not? dees INO.e 
Q. Where does he live? A. Vancouver. 
j« And he owns 50 per cent? Ae, LEGS 

9. Is he a member of the Federation? A. No. 

Ong He textuiendly tO Your uw) Teas 

Q. a&nd he allows the Federated Co-operatives to have 
control of the company? Aas, Nos 
Oe Does he interfere in the management of the company? 
we Oh yes; he is the manager, 

®. nd: hes still gives. you the majority “on, the Doarca or 
Directors? Ben LBs 

4. What connection has he with the Rosedale Coal 
Company? ie He has the selling agency. 

Q. What connection has he with that oompany?: ds. i cas 
the company he is the main stockholder of. 

BY MR. NADEAU: 

yY Is there a voting agreement between Mr. Macdonald 
and your directors, a voting pool agreement? i. We never 
had the slightest difficulty. He controls half the shares 
and we have half the shares. We could have a deadlock at any 


time but I dontt anticipate it. 


mY 


. 
mw 4 < Y . 4 T a “ 
ringtone het, gene ut ee 


ty : x) 
ae U 
eget a 


B-1357 -1357- Mr. McKay 


BY MR. THORVALDSON: 

Q Have you some agreements on the basis of which you 
do business with the Hy-Grade Coal Company? fe LBS 

Q- Would you be willing to file these? A. I will file 
these with the Commission, yes. 

Q- I wish to ask you a question with regard to some- 
thing on page eighteen about the two kinds of cooperatives 
that are associated with your Federated Co-operatives. I 
refer you to the second last paragraph on that page, where 
you say: ‘The membership of the Federation ig comprised of 
two distinct types of cooperative association, in so far 
as the organizational set-up is concerned, but both types 
adhere to recognized cooperative business practices and 
principles. All of the members are cooperative associations 
Organized under the Co-operative Associations Act’ oF “the 
Province of Saskatchewan. One Group operates on a wholly 
autonomous basis with the conduct and control entirely with- 
PR OUNe 2TOUD ss sc. ce” What do you mean by that -- one group? 
Do I understand that they are all just individual societies 
that are completely controlled by the group? Fon eS 

Q- What is the difference between that and what you call 
the affiliates of the Federation? That is the second group. 
What is the organization of the affiliates? A. They are 
organized in exactly the same way, Only they delegate certain 
functions to the Federation. 

Q- Does that make them any less a pure cooperative? 
Just what functions do they delegate to you? A. Generally, 
the supervision of the business, the accounting. 

Q- Is that the only thing? A. -Yes. 

Q.- You just send your auditors there? A. Yes. 

Q- Surely that does not make them a different group? 


A. We treat them as different. 
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Q.- ts it not a fact that they are under your control und 
domination? A. No; the reverse is the case. 

Q- You say the second group is only referred to as 
affiliates of the Federation under agreement. What does 
that agreement provide? Would you mind filing that agree- 
ment? Ae I have no objection. 

Qs You will’file it? Ay Yee. 

BY MR. NADEAU: 

Q- Are these affiliate members shareholders? Ae YOS. 

2. How many shares are issued to your members? 

Ae Hach member organization, be it affiliate or autonomous, 
owns one $100 share in the Federation. 

Q. are all your shares issued? A. There is one share 
for each association. We had 441. Probably that has 
increased now, but at March 31, 1944, we had 441 associat- 
ions in the membership, each holding one share, so that we 
have 441 shares issued. 

Q- Does that include affiliations? A. Yes. 

BY MR. THORVALDSON: 

Q- On page nineteen you refer to certain weaknesses 
that had previously been apparent in the wholly autonomous 
associations. What weaknesses do you refer to? A. Just 
where is that? 

Q- At the top of page nineteen, in the fourth line. 

i. Weaknesses? 

Q. Yes, A. Poor management which resulted in the 
extension of credit and, in a good many cases, unfortunately 
resulted in failures. That was the prime purpose of that 
set-upe 

Q- Have you put your own managers in charge of any of 


these? he “OT the atfitlietes? 
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Qe Yes, ie No, but we try to get them proper 
managers to assist them. We don't directly appoint these 
Managers, however. 

BY MR. .RNASON: 
Q- They are appointed by the Board? ie LOS 5 
BY MR. THORVALDSON: 

4+ In connection with the Consumers Co-operative Mills, 
when did you say you organized this concern -- in 1939? 
Peteoo, 1 think, 

Q- «ind the purpose of this company is to mill flour 
for your cooperatives? A. Yes. 

Q« That was the original purpose? ie YOSs 

Q« You told us that since the war began this company 
had exported flour to other countries in the last few years. 
Ay LES « 

Q.» How much of the business of Consumer Co-operative 
Mills consisted of the export of flour overseas during 
1944? 4, I haven't got that information definitely but I 
can get it; possibly 40 per cent. 

Q- In 1943 approximately what proportion of its 
business was overseas? A. 1 presume’ about the same. 

Qe nd 1942? ae You are getting farther back there, 
Q- Well, approximately? iu. Very little that year. 

Ge Very little difference: or very Jittior a. Very 
little during 1943 and 1944, 

Q. Do you still claim to be a cooperative within 
section 4 (p)? Does that company still claim to be exempt 
under that section? & The Income Tax Authorities have 
been good enough to consider it that way. 

Q- On what basis have they done that -- on the basis 


that you have not told them you did 40 per cent non-member 


business? Have you told them that? Do they know it? 


oa r 
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A. Excuse me there. Do you imply that the 40 per cent gher74 
be carried down to the individual? We take it the other 
way is sorrect. 

Q- I do not care how you take it; I want the facts. 
You say that there ae 40 per cent of overseas business in 
1943 and 1944, or approximately 40 per cent of the total 
business of the company? Ae Yos. 

Q- And despite the fact that you were doing 40 per 
cent of non-member business you have still been exempt from 
income tay. A. I presume 9.64 is the actual percentage 
or non-member business we have in these two organizations 
in the activities of Federated Co-operatives. The Refinery 
did not enter into that. 

Q- What you are trying to do is to dilute the 40 per 
cent by bulking the business of Consumers Co-operative Mills 
with Federated Co-operatives, which reduces the percentage 
of 40 down to 9.6 That is where you get the 9.6? 

A. That is a statement of fact. If the Income Tax authorit- 
ies wish to tax Consumers Co-operarive Millis, that is their 
businesse 

Q- But they have been good enough so far -- 

A. We have not been taxed so far, 

Q- Has the Consumers Co-operative Mills filed income 
tax returns? A. YO@S, 

Q. For these years? A. Yes. 

Q- And you have not been assessed? A. Not yet. 

We are keeping our fingers crossed, 

Q. Perhaps you had better continue to keep them 
crossed. Now besides your overseas business, has Consumers 
Co-operatives Mills done any other non-member business? 


Ae In flour I would say no. I can't give figures but 


¥ 


r, 


i “waet ae, ‘syneaane ‘ay ‘sovaceatelat 
7 Py | i ee iN 
SHES ‘asi aoe pst COR ‘autd ‘ed2qgeb' ‘ett | ee ue 
ma Tt 


tener woretea oad £1 fee. SEAT. LY: Een ford nudetonrenote “to ne | i, 


me -) a 
fee oeerneoue Cwirtoo off ad Dot duteheserty i oe : ea one sae a 


mE So SEs, oo swe weld at ened ow Been sere ipdeventetoes ta, a 

hh, an A - a 

c Pee seke wrt eCOVICE RESO.) Diy iebet to SO LAL ESR en ae aa 
rh c 4 7 - : ' j a 


i » test pint: ES tae you alata i 
Byete oF Ak ab-ae sn bye: ome AOE Te spe oe ‘ q 

: e ; 
Sete Ovivateyro-o eromurac> ‘to asemd (ue ieay wid fo a ned $see'. a 
Pebine.sr00 id netpben un how Row ksi oqnepgokets taepe aa 
We CELT. oy prodw Bi: deel o.8 @ae aon Om so 


Mecie tea) smoot oft SI; oe. to: papas tape eg, BE tem ak ae 


' - a = pure reno _ SectuCeae et it ae rae oie ian 

nee oh. Oe. geLign evi tn ts OOS ea Lee Xat of Ae iw Be a 
Nee ae J ie aes ete ss oe Tera | er t 
i : a  O) Fy ' ‘ 

1 ey RIN Sia Me mena ee: ike a eee ~ scaon len 

my) jpeg (PRN ees ce eaaee Feb; 4 


a ite: — -. P ; peal 
=——> FA, O TEA OT: wun, 5 500 GVee yen tee wok 


An Z «eet O8 bored need od Sra er 


j ts . 
a 4 , / si! ‘> f+ 7 - a. > vu rere «Th 24a ees” A >? Co aed _" y oo 
ais. 304 Nw - a vv ub ee iy wis es Mh cr habe elhk wt Sa nee SEY «fs es 
oo 7 i, s.@ 
er 1 8at. (es Alenatetet ae 
i i rani i * 
‘0 cheat . -  WRte OAC Oa ES mee Py (ee 
- re { j r y fhe: y % 
- + F my Sj 7 j ats" ord tre 4 5 Oy: Pree whe 
$51 : : 
i, ton 
. ; ee 4 - 
te ie ES” BA ae ee aftiowl ete On 
a “ i xk ¥ - ek. 
P . ret.3 GO? ar Lreacre ss rie GSES OSs ue Y & Jer oe me he ; 
tp Sates 3 Pla 
. 2 Pay oe + ~ o 
evan > Wau * o rove ‘Liox sebtagd wor hee 
eat S hoketiesh x : 
Penoebsadd widues-an totde. sae. enob- SLi: eayeweate oar hie 


Lee 
boi. - 
ay ? 
rack t i ie a 
; \ t 4 H . 
5 K ’ 3 


B-1561 


-~1361- Mr. McKay 


but possibly there has been some small amount and that i¢ 
all included in the non-member business. There was some 


amount cf feed shipped to Ontario, but it ig included in the 


non-member business. 


Q Is that included in the 40 per cent? a NOs, 

Qez Do Jd tbeke iit that«the:40 per icant isveadl son 
member business? A. YO@Se 

Q. Have you filed financial statements with the 
Commission in respect of the subsidiaries? A. No, I have 
not. 

ay Wael you ao “S07 A. Yes.) We vhave only the 
financial statement for the year 1944. You asked for one 
and we inténd to file one. 

Q- What is the approximate volume of business of 
Consumers Co-operatives Mills in 1944? A. $445,000 or 
thereabouts, 

Q. «and 1943 about the same? A. No -- wait a 
minube; excuse: te. I. need todo a little addition. «About 
$340,000 last year, I would say, and approximately the same 
in 1943. 

Qe On the 40 per cent non-member business are there 
any savings? A. JI presume the Income Tax authorities may 
look into that. 

Qe <aAre there profits on that business? A. We have 
admitted that on the earnings of non-member business there 
may be a profit, but there is mighty little profit if you 
deal with the Ministry of Food. 

Q- I.am not talking about whether it is large or small, 
but is there a profit on the 40 per cent? A. There might 
bee 


Q- Might there be a loss on it? &, There might be, 


nt : 
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Q- So that at least there might be a Prort. Or a. jose 
pee A psi | 

Q. We do know that the milling business is a very 
profitable one at the present time. That is a fact? 
te. “Veanaves yet to. find it -out. 

Q. I did not think there was any doubt about that. 
fit any rate, if a saving is made in that 40 per cent non- 
member business, to whom does that go? A. I presume it 
should go to cover up losses we have Meade «bubs it proLigs 
were made, I presume it would go to the patrons. 
Qe Your patrons or newborns get that profit? Pie eee. 
Q- Do you call that a saving? Lute NOs 
Pepe ot Gall il. a promis? en aLOS 
Q- So that your patrons or members will get a substant- 
16. ror, 1h you earn, one? &. If we earn one. 

Q- There has been substantial business? Kay Less 

Get sbdeit there is..a profit they will. eet the rors 
on that business? &. If there is, but there has not been, 
i. VEBUtiit-there ist he It there is, vos. 

BY MR. NADEAU: 
9. Have you patrons! reserve in your financial state- 
ment?: A. No. | 

BY MR. THORVALDSON: 
Qe While on the non-member business, what about the 
Serinery? Do they do much non-member business? <A. I doubt 
if they do any. 

Q- Do the refineries sell gasoline to the Government -- 
to the Air Force or the army? a ae OOBLE “Lh hie aes 

Q. are you sure of that? &. The Government? 

Q- Don't you supply any Government account with oi1 or 
gasoline or oil products? &. I am not prepared to stand 


100 per cent behind this, but my belief is that any of that 


ntied, dase: i 
ae 
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business, Government or Air Foree, is taken tare of by the 
local cooperative association in the town nearest to the 
point where the commodity is required. 

Q« So that your local associations do do business? 

i. Some of them do, 

Qe With the Government? Ay LSS. 

Q- «and of course the Government is not a member of the 
association? &. Not to my knowledge. 

Y¥° That would be entirely non-member? Ae It would 
look that way, yes. 

Qe And asa matter of fact, in connection with the re- 
Sreacr Tes ir Ph epull «up iy car to your oil pumps do you sell 
me gasoline or oil? A. No, we don't. 

Ban OU Stee to do so? is Wevdon't £413 ‘cars, 


¥ 


Q- Can you give us the percentage of non-member 
business of ‘the o11 company, the refinery? A. I am sorry 
Pi catiot, buby 1 “think ‘the percentage would be almost 100 of 
member business. 

Q- You mean that the refinery does not deal with any- 
One except members? ives) Oe 

Q- Did you recently buy the impire Collieries in 
Alberta? Be) LOS 

Q- Did you buy it outright? A. Yes, 


Q- Is that a subsidiary? fi. NOUyet: 
Q- You are in process of incorporating it? <A. It was 
purchased by Federated Co-operatives, 


Q- With the reserves that you have, How do you operate 


the Empire Collieries? Do you own it exclusively yourselves? 
Aun. YOSs 
Q- Empire Collieries is a coal mine? Ae Empire 


Collieries was the name of the company » 
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@. Did you acquire all the stock? A...We acquired 
that in liquidation so that it is not one of the money- 
making businesses we should pay income tax on. We purchas- 
ed it from the liquidator, We purchased no ceae but the 
assets of the company. 

2+ When was that transaction concluded? A, Legally 
on November 30. 

Q. Last year? A. Yes. 

Qe So you had just started to Operate that business? 
fee ORs 

q And this company is going to sell coal to you, as 


well as Hy-Grade? 4. We own that company. 


Qe You own Empire Collicries? ii. We own the Empire 


Q- You intend to operate that mine? ie Yeo. 

4+ So you have had no profits on that venture yet? 
ine «nd nobody else had when it went into JL CULGAG On. 

Qe But you have not had any profits on that? 4A. No. 

Q. Now, in connection with Hy-Grade Coal Company, a 
would like to ask you one more question. You say you own 
60 per cent. Of course, that company does a lot of non- 
member business? A. Yess 

Q. There, of course, you are in partnership with the 
ordinary individual, with the private individual. Have you 
ever considered the problem of non-member business there? 
ii. Non-member business does not enter into it. We are 
doing business as a straight joint stock company subject to 
all the regulations that govern a joint stock company. 
Qe That company is not a cooperative? Lies | Ney 
Q- It is an ordinary joint stock company? Ae tee. 
%- Now, you had some transactions with the Arcadia Coal 


Mining Company? ae Yes. 
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Q- You advanced that Company some money? You financed 
the operations of that company? i. Yes, indrectly. 

Q- For how many years have you been financing their 
operations? A. Better than one year, 

Q. snd the extent of your advances is fairly large, I 
presume? Do you get interest on the loans you make’ Go: the 
company? Do you charge interest on your loans to that company? 
IG0k Loss 

4+ You have revenue from such loans, have you not? 

#e That is a question to which I am sorry I cannot answer 
yes or no, 

Oe LoWant. to know, do you charge interest on your loans 
to Arcadia Coal Mines? f.. Again I say I cannot answer 
that without qualifying it. 

Wee li right, quality 4+), 4. We made loans to 
arcadia Coal Mines Limited and in return ie were given titic 
to certain property. We get revenues from that property 
but the original owner has the right to redeem. He has an 
Spt1oOn onithat<to repurchase the property and in the event 
Clinie doine so heswill pay interest on the total amount. 

THE CHAIRMAN: Is that a loan? 

THE WITNESS: No; .it was straight, 

THE CHAIRMAN: It is a Sale with a right of redemption? 

THE WITNESS: He sod the property to us with right of 
redemption, 

BY MR. THORVALDSON: 

Qe and at the present time youget a rental revenue 
from that property? Ay” “Yess 

Q- Is that a saving? A. In the event that the option 
is taken up it will all have tobe accounted for other than 


interest on the money. 
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Q- You say you do get rental on some property? £. Yes, 


Q- Is that a saving or BeOr OGY ii. It depends on 
how ultimately it is accounted for, 

Q- To whom? ie To the party holding the option to 
repurchase. 
Q»- But you don't put the rentals you get into your 

general account? You are not going to pay those rentals 
back later on to anybody? You A ene the rentals and put 
them in what account? &.» , There isa special account, 
These are accountable in the event the option is exercised. 

Qe «ccountable to whom? i.e To the owner. 

Q- Do you pay the rentals back to the owner in case 
the option is exercised? Li Yes. all he has to pay us 
is interest on the amount involved within the period of the 
option. 

Qe But he does pay you interest? A. He will pay 
interest. 

Q. On fifty thousand more or less? iijc Less. 

QQ. Much less? A. Slightly in-exeessa.of thirty. 

Q»- You get interest at any rate? fi. YOS. 

Qe «and is that a saving? a. I would say so, yes. 

Q»- id Saving on what -- on purchases? f.. On service 
that we have provided. 

Q. isn't that an out and out profit in the sane way as 
if I or you or a bank loaned money? Why not be frank about 
107 You still say that is a saving? Ain LOS.) sWask 
qualify that. Were it not for the coal that we expect to 
get from the mine we certainly would not invest money in 
that at all. 

THE CH.TRMAN: What do you do with this saving that Mr. 


Thorvaldson calls a profit? 
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THE WITNESS: That belongs to the members. 

THE CHAIRMAN: . Dealt with in the same way as the other 
surplus? 

THE WITNESS: Yes. 

BY MR. THORVALDSON: 

e You have some Victory Bonds? Aa (Yes. 

% You get interest on those? A. Yes. 

Q. is that a saving? <A. Yes, 

2. Does the interest you get on those, does the revenue 
from that source, result from business done with your memb- 
ars? A. With your permission, that question was asked 
last night by Mr. Parker and I would like to read some- 
thing to show exactly what we think of this. May I do so, 
Mr. Chairman? 

THE CHAIRMAN: Yes. 

THE WITNESS: I have here the following statement: 

"Re: Income from Victory Bonds: All funds at the 
disposal of the Federation are the property of the 
members and under ordinary circumstances no surplus funds 
would be available for investments in the ordinary sense 
of the term, as when the Federation has adequate capital 
to finance the activities desired by the members, de- 
ferred dividends credited to the members will then be 
repaid. 

"With restrictions now in effect which prohibit 
expansion of services to any great extent, and in view 
of the fact that the members decided to leave in their 
earnings for the purpose of providing future services, 
the Federation has at its disposal at certain times 
surplus funds; with the approval of the members and ir - 


desire to help out Canada's war effort Victory Bonds have 
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been purchased by the Federation, pending the time 

when the money can be used for the purpose for which 

it was intended, The Federation acts in the nature of 

a trustee and any revenue aceruing from the investment 
is the property of the members and should not be taxable 


in the hands of the Federation." 


BY MR. THORVALDSON: 

% Pure Rochdale principles; is that right? Now what 
you really mean to say is this -- that because you do not 
comply with the Rochdale principles and pay your savings to 
your Members in cash, you have invested those so-called 
Savings both in your business and in Victory Bonds and in 
coal mines, through which you get revenue. That is what you 
mean to say. Isn't that the fact? A. That is not the 
facte 

% Do you not get revenue from Victory Bonds? 

i.e Yos, 

Q- I think we can leave that. Have you any other mis- 
cellaneous earnings except those that have been referred to 
such as Victory Bonds and interest in connection with the 
arcadia Coal Mines? Have you other miscellaneous earnings 
of that kind? AS alos 

% None? f.. I would not want to Saye 

Q- Any substantial amount? A, No substantial amount. 
Pitted that Waye 

2- Do you make returns to the Income Tax Department 
Showing to whom patronage dividends are paid when you pay 
them. Are you required to make returns of that kind? 

4.» I am sorry I cannot answer that. Whether we furnish 


a statement properly attested in bulk or are required to 


furnish details, I will not Saye 
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2 Do you furnish information to the Income Tax 
Department as to directors! fees paid? Aw. (o8Se 

Q+ I suppose you pay the directors! fees as a part 
of the expenses? A. Yes. 

Q- One or two more guestions and I am GoVouei ein 
connection with the binder twine reserve of OLE, OUOdo 1 
notice that business was done in 1940 ana L994). That is 
now approximately four or five years ago. That is Table 
"B" amended. When is that going to be allocated? When 
are those profits going to be allocated? Have you had any 
discussions about that or any decision as to when those 
profits will be allocated? A. They will be allocated 
when the conditions arise that will require them to be 
applied for the purpose for which they were set up. In 
other words, the price of twine may drop this year or the 
year after and that is the cushion to take care of that 
abnormal condition. 

Q. The price of binder twine has been firm since 1940? 
Ae TeSs 

Q- Still this reserve remains unallocated. When you 
allocate that reserve will part of the allocation go to 
elevator agents or not? A, That will not be allocated. 
That is there to take care of the price decline which must 
COMe » 

Q- Just because there is a price decline, do you 
Suggest that you cannot gauge the market well enough -- that 
you must have a loss just because there will be price declines? 
A. Inevitably. 

Q- Do you put up a reserve for all commodities against 
price declines of those commodities? A. No. 


Q. dust this one? Ae Other than a general reserve. 
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Q- I ask you once more: When you do allocate this, 
if you do, will you not allocate some of it to the agents? 
A. No. 

Q- None of it will go to the agents? A. I made 
that point clear. There are a handful of -agents, ten to 
fifteen at most, who had nothing to do with that twine at 
that time, 

Q- And you still make the statement that the agents 
have no interest in the reserve? Be SINIO: 

Q- And that is not the reason for it? A. No. 

MR. ROBINSON: Mr, Chairman, as representing the 
Retail Store Merchants of Assiniboia, may I ask the witness 
a few questions? 

THE CHAIRMAN: By all means. 

BY MR. ROBINSON: 

Q. Mr. McKay, how many retail stores selling ordinary 
merchandise have your subsidiaries in Saskatchewan? 
A. Our subsidiaries? None. 

Q- iI mean your members? i. How many operate in 
the province of Saskatchewan? 

Qs) Yes, A, According to data I have compiled, there 
are 160 as of December 31, 1944, | 

Q- «As at December 31, 1944? a,” Yess 

Qs How many were operating’ in) 19359) 228s cant: give 
that information. 

Q- Can you supply the Commission with that information? 
Will you do so? <A. These statistics are available from 
the Co-operative and Markets Branch. I will Supply anything 
the Commission asks for, but that is all available from the 
Co-operatives and Markets Branch, 

THE CHAIRMAN: Has there been any change in 1944? 


THE WITNESS: No, 
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THE CHAIRMAN: The same number of retail stores? 

THE WITNESS: The information given yesterday was 
that there were 59, We have a record of 54 that were 
helped in the taking over. Excuse me; 34 was in the first 
Six months. I believe it was 36 for the year, oo the) first 
six months. | 

BY MR. ROBINSON: 

Qe 56 stores were opened up in 1944? ie Not opened 
up but taken over from ordinary businesses by the organizat- 
ions that we were directly connected with. 

Q- You supply all the merchandise and goods that are 
sold in these various stores? AK o Now 

Q. What percentage of the goods do you supply? 

&. At the moment quite a small percentage, 

Qe Where do they get the goods -- where is the merch- 
andise they sell? 4. Purchased from the sources of 
supply of the merchants they took over, almost invariably, 
particularly in rationed goods. 

,% That is to say, from the ordinary wholesalers? 
A. Yes 

Qe These cooperative stores in the towns and villages 
and also in the cities compete directly with the individual 
morenants Ls that correct? . Aw. They compete, 

Q- Directly with the individual merchant. What I 
mean to say is this. If 1 go into a cooperative store, I 
a lawyer, I can buy anything in that store. Is that correct? 
ie I would presume so. 

Qe Is there any doubt- about it? A. I don't run a 
retail store. 

Q- But you have reports from all these retail stores. 
ae Yos; I presume that is correct. 


de Well, there is no doubt it is there? A. No. 
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Qe And I go into a store and buy a seventy-five 
dollar coat the wholesale price would be about 850? 
me LG might be, 

Q- That is a fair spread, BN Yes. 

Qe And we wild gay the expense involved in selling 
that coat to me was $15. What would you call the balance 
in that transaction? A. You would be a patron of that 
organization and entitled to the overcharge that I took 
Prom .yOu. 

Qa. 1083 Ou say Ti would ne entipled? "Al Veamioman 
would be entitled to the overcharge I took from you. 

Q- And you claim that would not be subject to federal 
Caxavione, A. That would inotibels profit; that would be 
yours. | 

Q.- You say that as far as the cooperative stores are 
concerned that would not be subject to Federal taxation 
for income and excess profits taxes? Ae Under section 
4 (p) the 20 per cent clause applies. 

Qe That is what you claim? | A. We claim the 
exemption as provided by 4 (p). 

Qe Do you give these retail stores in the towns any 
assistance, any financial assistance in the way of handling 
their stores? We give them any assistance we possibly can, 

Q- What assistance do you give them? A. Not as much 
as we should, but supervision in accounting and fatherly 
aAdViCe.s 

2+ Who supplies the fatherly advice? Are you the 
father? A. I offer some of it, and we- have some men who 
are pretty good at giving advice. 

Q. I suppose this fatherly advice and assistance will 
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give them a certain advantage over the individual store 
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merchant in the town who has not the same advice? A. I would 
not say so. The merchant already in business has had a lot 
of experience, and many of our men have not had experience. 
Q2- You think that the individual private merchant is 
a better storekeeper than your individual merchant? 
A. I would not Say YSsioOrnigies tes thet. 
Q- Apart from your fatherly advice? A. He might 
OF unteht not. 
Q Do these individual cooperative stores send records 


of the business they do to. you? A. Yes, 

Q- How often do they send these records to you? 
A. Weekly. | 

Q.- They send them every week? A. Yes. 

2+ Do these records show the value of the goods gold 
to non-members or patrons and the goods sold to the general 
puptic? A. J would not say they do, no. 

2» You have seen the records? A. There is no 
segregation there, 

_Q. Do you annually or at any time in the year obtain 
from the cooperative stores any statement that will show 
how much goods they sell to the ordinary public and how much 
to patrons or members? A. Yes. | 

Q- Gan you tell me the percentage of goods that were 
sold in 1944, or 1943 if you have not the 1944 records, to 
non-patrons, and the percentage sold to patrons? 

A. No, I cannot, I am sorry. | 


4 


Qe But you have those records? 4. Those stores 
under that particular plan that you refer to,are only com- 
Pleting their first year or a portion of the year. The 
other cooperative stores run their own business and they 


keep their own records of patrons! business in relation 


near 
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to the member business. 

Q «At the end of the year, at the present time, each 
of these cooperative stores would: have a surplus? Ay 1. Hope 
SO. | | 

2. That has been the result in 1944? Be! SOy Tey, yee 

Q- Is that surplus sent to you, or what is done with 
LG? A. Yes, it is in the case of those we are talking 
Specifically of that particular typee The others have their 
surplus in their own custody, but we act as the accountants 
and bankers of those associations in the initial Stage. 

2». It is true that some of these cooperative stores 
have been giving annual dividends to their patrons, Lo "it 
not? A. I don't want to take you up wrong. 

Q- Did the Lafleche Co-operative store not declare a 
dividend last year and pay it -- actually pay it to the 
patrons? He Ll COULD Not sayy ue infeelv satisfied they did, 

Q» And isn't that so with regard to a large number of 
cooperative stores? AN. Yee, 

Q- So that they have not only been making that profit 
or that saving that you hate to call profit, but they have 
been actually handling it out to their patrons or members? 

A. Some of the established stores, yes, a good many of 
them, yese 

Q. Is it true that within the last six months your 
members have bought out two stores in the town of Limerick, 
a town within twenty miles of Assiniboia? A. I am sorry 
I cannot give that information. My records are up to 
December 31, 1944, and the Limerick transaction took place 
in January. 

Q- But you do know that two stores were purchased in 


w 


Limerick in January 1944? A. I think you are correct. 
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Ve leans town of Limerick hag less than 500 people? 
A. Yes. 

Q. Or approximately that? A. You know; I don't, 

I don!t know the population, but I presume you are correct, 

Q- Now the Government, or rather the legislature, in 
1944 passed some Very beneficial leglatatian So far as co- 
Operatives are concerned, LOU -KAOW Ghee A. They passed 
certain legislation, 

2- Do you not regard that as beneficial? A. I am 
not entering into that, Our position is the same as it 
was previously, and any legislation enced by any Government 
has had no Dearing whatever on the expansion or the develop- 
ment of the cooperative movement so far in the province of 
Saskatchewan, 

Qe Do you not anticipate that the legislation set up 
by the Government here in 1944, and the Department of Co- 
operation which was set up in 1944, will improve the position 
of cooperative stores and encourage the establishment of a 
great many more throughout Saskatchewan? A. No; I dontt 
think it would have that effect. 

%¥- Then you think that what the Government has done is 
useless? A. No. They have the best intentions, but the 
urge for cooperation is there irrespective of the Govern- 
ment and that urge will keep on Manifesting itself irrespect- 
ive of the Government, | 

Qe You are aware of course that a very large part of 
the population of Saskatchewan voted for the Government in 
the last election, 

MR. FRANCIS: Pardon me --+ 

MR. ROBINSON: I think possibly my question is quite 


in order if I might explain, 


L 
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THE CHAIRMAN: The Government would not be there un~ 
less that had been the Patu. 

MR. ROBINSON: Sometimes there is a landslide. I was 
going to ask the witness whether or not it is true that a 
great many people who voted for the Government will likely 
Support the cooperatives, 

THE CHATRMAN: I woulda maintain an objection to that 
question. We are not entering into any political fields 

MR. ROBINSON: I was not trying to get into the 
political field, Mr. Chairman. LD Wild put this question 
to the witness, however: It is true that the cooperative 
movement is Succeeding in Saskatchewan? 

THE WITNESS: It is expanding; put it that way. We 
hope 2%. is Succeeding. 

BY MR. ROBINSON: 

Oe. But at a4 expanding? A. Yes, 

Qe And the last four years have seen the greatest 
expansion. is that, correste: 4... 7 don't know that I 
Mould ‘say that: no. 

4. Do you not think that the cooperatives are expanding 
more at the present time than at any ouher: Gime?’ Ay Only 
within the last year through the purchase of stores, 
Expansion was impossible previously on ete of Government 
regulations. There has been Only normal development within 
the restrictions. 

Q- But you are finding it easier to purchase stores 
which are not cooperative than you did previously. Is that 
correct? A. There was no particular desire previously, 
The desire to purchase stores arose through a combination 
of circumstances, through the regulations, Previously, in 
all probability, a small Group would have started with three 


or four hundred dollars and made a mess of it, The 
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regulations would not permit them to start that way and 
the only way they could start was to purchase an existing 
business, which they did. 

Qe Are you at present sngenacuiins to purchase all 
the stores that can be purchased in the various towns and 
Villages throughout the province? A. .As far as we are 
concerned we are endeavouring to do our best to put a 
damper on the thing so that we can keep pace with it. 

Q- dust what do you mean by that? A. There are 
Only so many stores we can give assistance to and if more 
than that are thrown at us, if more work is thrown at us, 
with the shortage of help and what-have-you we cannot do a 
job, and consequently we try to discourage undue expansion 
alone -that line. 

- Do you fix retail prices 2 the town cooperative 
stores? A. Not much. The Wartime Prices and Trade Boara 
has already done that, 

Q. They fix the maximum prices, but do you fix minimum 


prices? Ase Nos 


Q.- You have nothing to do with Pere GonverTnee Cs ero. 


The Commission adjourned until 2.15 Pp. Me 


The Commission resumed at 2.15 Ds Ms 


BY MR. THORVALDSON: 
oe I would like to ask half a dozen questions of you, 
Mr. McKay. I will be brief, I was speaking to you this 
mrning about various miscellaneous revenues your Federated 
Co-operatives had and you referred to such things as interest 
On loans and Victory Bonds and one or two small items. 


There is one other matter that has come to my attention. I 
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would refer you to the last paragraph on page eighteen of 
your brief in which you discuss the organization of the 
members under the Co-operative ha ceave mie Act Tae 
province. You refer to two groups and you. say: "The 
second group is commonly referred to as affiliates of the 
Federation and, under an agreement, have vested in the 
Federation advisory and Supervisory functions, including 
the general supervision of the business and accounting and 
auditing.” Your Federation renders services to your 
affiliates? A. Yes. | 
Q- Do you perform these services for nothing? Aw Ne: 
Qe You get paid for them? Ae YOSs 
Qe WOU did nob mention that hres morning. What is 
the nature of your remuneration? Aw Deg sorry DT eannog 
definitely answer that question. It is on a percentage 
basis on the volume of business. 
Qe Seven per cent? A. Oh Lord, no --= excuse me; 
absolutely not. 
Q. What percentage is it? A. Roughly 1-1/2 per 
cent as a start up to $10,000 and graded down from there on. 
Q» Are these the only payments you get from these 
services? In any event, you do get these revenues? 
A, Yese 

‘Qe And what account does it go into? Does it go into 
your general service account? JI want to know in the first 
place what you do with the amount that these affiliates 
bey YOU =-- @ saving or earning or profit cr surplus or 
whatever it is. What is done with that money? A. That 
money is used to pay the staff who are employed to perform 
that service for these associations. 


Q- But it is not based on these services? The money 
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you get is not based on the services rendered to each 
particular affiliate? A. Yes, in a general way it is. 

Q.- You said it was based on the volume of sales. 

Which is correct?’ Is it based on volume of sales or on 
the amount of the service rendered? A. Volume of sales 
to a large extent. 

Q. If there is any profit or saving to your organization-- 

call it profit in this case -- where does that profit go to 
eventually? A. Am I supposed to deal with suppositions? 

THE CHAIRMAN: Can you answer that question? 

THE WITNESS: The charges have never yet been quite 
sufficient to meet the entire cost. 
| BLOM THORVALDSON: 

Q- One other question on that point. When your 
apriliates buy goods from other hopetaters where are the 
goods sent? Ae In some cases direct to the association, 
in some cases to our organization. 


Q. Do you not arrange that in all these cases duplicate 


bills are sent to your organization? dis Not in ali cases. 
Qs In nearly all cases? Ae In connection with 
stores taxen over in the past year we try to get duplicate 
invoices, of necessity because we keep the records. 
oO. - Do.you' pay these bills “or do ‘the stores? fs “instche 
majority of cases they are paid from our offices through 
the funds which the local association remits to us. 


Q. Suppose one of these bills contains a trade 


discount -- do the wholesalers give trade discounts? 
/ res YeCSe 
) Q- Suppose there is a discount -- the general discount 


in the textile is 6 per cent -~- who gets the benefit of that 


) discount? i. any legitimate discount allowed to a dealer 


‘ ay 

» y Wiad 
bec cat ante! 
Bit she ue Heyy t 


eee - 


i Pes! set ingte ee 


e , f i ae ae Se at 
| ooh ae he at et idk 
ae cee aces an ee Mey Maa roy Man usb y eee WN is 
a j eX mg Sify aalocas ‘ 


B-1380 


~1380- Mr. McKay 


is passed on to the store, 

Q. Are you sure you do not get some of these discounts? 
ire NO’ 

Q. In some cases? A. We may get discounts through 
the volume of our purchases beyond what the individual store 
would get, but in every case the store gets exactly what it 
would have sot direct from the supplier. 

Q But there are at times discounts that come to you 
as a result of these billings? se yee Ss 

Q. So that that is an added source of revenue to the 
federated Co-operatives? A. Added income, an additional 
Saving 

Qe Whether it is earnings, profits, savings or what 
not, it is something of that kind, and if there is a profit 
there it would go into the general service account and not 
beck to the particular stores? A. Not of necessity. 

Q%. Not at all. A. No, unless it was some large 
discount. We have passed along rubber discounts, which 
were substantial, as a special commodity discount. 

9. But if there are savings or earnings made in these 
cases they go into the general service account and are 
allocated to all the members, whether affiliates or hot? 
ie Ulnes we richu. 

Q. I want to show you a letter. You said this was done 
in very few cases, Where is this letter from? What is the 
date of it? That letter was sent by whom? A. By one of 
our employees, who is in charge of accounting. 

Q. At Saskatoon? A, Y@S. 

9. Sent to all suppliers associated with cooperative 
stores? ie Lees 
Q. This says: “In order to facilitate myment of 
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purchases, please forward all statements of accounts to 
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stores accounting department, head office, Saskatoon, 
Saskatchewan, Invoices to be sent to local stores as usual." 
You give the number of associated cooperative stores as 
sixty-five? As Yesa 

Q.- And you have written this letter to suppliers of 
all these sixty-five stores asking them to bill you? 

A. Mr. Chairman, I don't want a misunderstanding to arise 
there. The reason for that is that our stores department is 
keeping all the records of these sixty-five stores and 
necessarily they must have copies of invoices and verifying 
statements in order to do the job properly. 

Qe One other thing. In buying businesses -- I under- 
Stand you are negotiating for the purchase of a business now 
and I do not want to mention the name of this business at 
all, to be fair to you -- I would ask you this question: 
te onere a4 taxation problem involved in the purchase or vue 
business you are negotiating for now? I just want to examine 
you on this so far as the taxation problem eee be concerned, 
I will give you a hypothetical case. I know the figures in- 
poivea but I will not give them so I will put a hypothetical 
ees. A firm has a capital of $100,000 paid up and has -- 
this is a supposition -- an undistributed surplus of 
$100,000. That means that when that surplus of $100,000 
is distributed to the shareholders it is subject to income 
tax in the hands of those shareholders, You know what Tf 
mean. The question is this: If you should buy that 
business would you expect that $100,000 of undistributed 
surplus to be tax-free in the hands of your Federated Co- 
operatives, thereby giving you an advantage in the purchase 


of that business over a private individual or corporation? 
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Ae I am sorry, but I must have that question repeated 
because I don't gét it; 

ae in the case of buying a business having a large 
undistributed surplus, you being a cooperative, have you 
considered the question, or have you had advice on the 
question, whether such undistributed surplus would be- 
come tax-free if you bought that business? A. We have 
absolutely nothing to do with that surplus. We buy the 
business for a given sum of money and we don't buy the 
Surplus or even the shares, We buy a business, Saye yrox 
$200,000 and we are through. 

Q Do you buy the shares or the assets? A. Not the 
shares, no. 

BY MR. FRANCIS: 

Q» In connection with all the businesses which you 
have purchased or which have been purchased under your 
auspices, let us say, have you ever bought the shares of a 
business which was a going concern, which was operating? 
A. No. 

QeA question was asked this morning as to the percent- 
age of business which the Refinery had with non-members and 
you did not have the exact percentage at that time but 
suggested that you would be able to get it. Have you got it? 
A, Yes, .During the noon hour I got the figures. Outside 
Sales, non-member business from the Refinery -- it is 
purely and simply in.the wholesaling -- aggregated 1.02 
per cent of the gross sales of the organization including 
fuel to the Canadian National Railways. That was the 
information Mr. Thorvaldson asked for. 

Q@. The question of the binder twine reserve was 
brought up by my learned friend. Just to explore that for 


a moment, would it be fair to say that was a contingency 
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reserve? A. It most certainly was. I thought I. made it 
clear that it was definitely a contingency reserve to take 
care of a certain emergency, I did not designate it a 
contingency reserve, however. 

Qs Has the contingency, to meet which that reserve 
was, set Up; -Srisen or 1ehhteime s7ente A. I would say 
that in all probability we are going to encounter that 
contingency. It is coming. We are going to be faced with 
1t this coming season. There is a strong possibility, 
for the reason that we are carrying over at the present 
time unsold twine .for our ownvaccount, unsold, twine’ ofirv ery 
definitely inferior’ quality, war-time twins, of the poorest 
type available, and unless we can get the supplier to take 
it off our hands we shall very definitely have to apply a 
very substantial portion of that reserve against the loss 
we are bounc to take on that twine. 

QO. Im connection wiltth therRochdale principles, -algood 
deal of attention was properly directed to the application 
or “ne principles of your Organizevions) | Pet ore, pug. ta 
question to: you, mays Seely review the situation. I 
suggest that it is common knowledge that there are in 
Great Britain some hundreds of associations which have been 
established and which operate on the Rochdale plan or 
according to the Rochdale principles. You will agree with 
that? A. Yous 

Qe They started about 1844, and it is also common 
knowledge that about 1861 these societies began to consid- 
er supplying themselves with further services and so formed 
a Federation, and there were two Federations in Great Britain, 
the Scottish Co-operative Wholesale and the English Co- 


operative Wholesale. Is that correct? Ay Yess 


oe 
t-3 
et 
soe 
pat 
S. 
ree, 
aen 


ee 


or ¥ 
eed é 
me aot 
Pe 

oe 

= on 


Net 


ine 

= 

- ay 2 
“ 


LOC4= Mz. McKay 


Qo And it is probably true that the English Co- 
operative Wholesale is perhaps the biggest organization 
of that particular type in the world? Aa -¥esy the 
1 argest « 

Qe As’ your brief shows, in 1929 the twenty-nine 
pioneer associations in Saskatchewan decided to form their 
Federation. Do you know where they gct the pattern on which 
they set up their organization which is now Federated Co- 
operatives? Aw oS OU. are asking a funny question. 

@e iL have done that before, Ae 2 Mey Bayo Me. 
Chairman, that Mr. Francis happened to be the solicitor 
ror the organization who prepared the constitution and 
by-laws and who patterned them naturally after the English 
and Scottish Co-operative Wholesale Societies on established 
Rochdale principles, 

Q. Particular attention wags directed to two or three 
matters this morning, and the word “divided was discussed. 
A good deal of discussion took place with regard to that 
word ¢ Seconcly, considerable attention was paid to the 
authority placed in the Board of Directors? A. Y@Sn 

Q- And thirdly, some comment was made, and properly 
made, as to the majority opinion being required -- only 
the majority opinion of the members or shareholders being 
required? ie Les 

Q- Now my learned friend Mr. Barr, who holds a watch- 
ing brief for Co-opaorative Refineries, has been good enough 
to furnish me with a copy of the by-laws of the Co-operative 


—_ 


Wholesale Society of Great Britain. I would like to read 


5 


into the record one of the by~laws, and since this copy 
is not my own I would like to have an opportunity at Ottawa 


a | 


or obtaining a copy of the by-laws and filing it at that 
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time. In the meantime I. would read section 19 from the 
printed copy of the Co-operative Wholesale. The marginal 
fae “ts “Division of Surplus". P quote: "lo, The net 
proceeds of all business carried on by this society after 
paying or providing for the expenses of management, interest 
on loans, the proper Bete roti nt the Value. or land; builds 
ings, factories and for such interest upon the subscribed 
capital thereof as aforesaid, shall be applied either to 
increase the reserve fund or to any other purpose which 

the general meetings may from time to time direct, whether 
such purpose be charitable, philanthropic, public utility 

or any other purpose, whether within the objects for which 
the society is formed or not, and subject to any such 
direction shall be divided among the members in proportion 
to, the amount of their purchases during the period to which 
tne. division relates." That is not identical with the by- 
laws but I suggest to you, Mr. McKay, that it is the pattern 
on which you built your organization? A. That is correct. 
Qe The conditions in Great Britain and the conditions 
here are different. Is it fair to say that you have from 
time to time adapted your rules to meet the conditions in 
western Canada? A. That has been our object. 


Q 


- And is it fair to say that the revolving method of 
financing has been evolved to take care of conditions as they 
exist in the west and in Saskatchewan particularly? 
Ae . Yes. 

Q. Some evidence is before the Commission as to the 
taking over of stores, the numbers and so on. The question 
I wish to ask may be to some extent open to the objection 
that 1t is not a matter of direct testimony, but I intend 


to call at least one merchant who has solid to the cooperative 
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to get direct evidence, though it would be of advantage to 
have Mr. McKay give the reasons that have been advanced to 
him by merchants who were selling as to why they sold.’ 
IT don't think that is something that is too remote to 
come before the Commission. 

THE CHAIRMAN: It is permissible. 

BY MR. FRANCIS: 
%, I will sélect an example to indicate that this 


is sound. Mr. McKay, would you state the reasons that have 


9) 


been mentioned to you by merchants who have sold businesses 
to cooperatives under your auspices, let us say -~- the 
‘gasons thoy gave you for selling. Would you kindly state 
those to the Commission’? A. The principal reason given 
is sympathy with the cooperative movement and the desire to 
see local people, who are in most instances old friends, 
get their businesses. That is the first reason usually 
advanced. jAgain, a good many of them think that the co- 
operative movement is coming anyway and is doing business, 
and rather than fight if they prefer to sell to it, ‘hap 
is another reasone You have those two reasons -- sympathy 
for the movement and the wish to sell to it. But there is 
another reason that is given, which in my opinion is quite 
an excellent one -- I am not so sure of the first wwo -- 
and that is that in the case of cleaning up an estate where 
the owner has died the cooperative apparently provides a 
medium whereby people can quickly realize on their property 
for cash. So that we have been the instrument in taking over 
a certain number of store properties and stocks that were 
jn the estate, thw owners having died. Another very valid 
reason is this -- 

Q. «Are those some of the reasons that have been given 


you? A. Yes, absolutely. Another reason is overwork due 
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to scarcity of competent help. No, I beg your pardon; the 
third reason, I would say, is age and indifferent healt in 
a number of instances. That is given frequently as a 
reason. 4& fourth reason is, as I have said, overwork due to 
scarcity of competent help, and that is a very good reason. 
Still another reason is the fact that there are difficulties 
by reason of quotas, shortages of merchandise, the multip- 
licity of records and reports due to rationing, coupons, 
etc. etc. Another reason that is often given is the desire 
Ob & person to move to some larger centre where there are 
educational facilities and that would be the cage with 
younger people who have growing families. They want to move 
away to some centre where there are high schools. Those 
ere ths principal reasons given me. 

Q. Has the reason ever been given to you that the 
vendor wished to escape the payment of income tax? a. No. 

Q. lt has been suggested in a number of arguments in 
the western provinces that it-has beeh possible for co- 
Operatives to atquirce businesses Lrow private’ Owners bes 
cause of the reserves that they are able to set aside from 
the operation of their businesses. I think that is a fair 
summary of a number of arguments that have been advanced. 
Tis morning you gave evidences To. the eifecy thay tuere 
were thirty-six businesses taken over under the auspices of 
the Federation in 1944; thirty-six were acquired by thirty- 
Pour S.OrTesy? the YOSe 

Q. Can you give the Commission the total purchase 
price of those thirty-six businesses? A. Yes, The tote 
purchase price involved in those thirty-six stores was 
$327,504. 


Q. Can you furnish the Commission with the portion of 
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that aggregate of purchase prices that was supplied by new 
capital? By that I mean either loans obtained by the co- 
operatives or new share capital or membership pana ebae Hi ned 
by associations. What is the total for the thirty-six 
businesses? Bey ppotu eres 

Q- So that in round figures the balance that has been 
caken up in some ait way -- that is, from reserves or in 
some other manner -- in connection with those thirty-six 
was $17,000. Is that correct? A, Yes, and not any great 
amount of that was from reserves. 

Q. What made up the $17,000? A. In a number of 
instances the real property, that is the real estate where 
local capital was not sufficient to pay cash for the whole 
thing, lock, stock and barrel. In a number of instances 
terms were arranged on the real property, the buildings. 

The balance naturally was made up from earnings these 
organizations had built up previously. 

Q. So that apart from a few thousand dollars, the 
purchase price of the thirty-six businesses was provided by 
hew capital? A. Yes. 

Q.- And not from reserves? A. That is correct. 

Q» Has the Federation been able to agree to the 
acquisition of all the private businesses which the co- 
operatives throughout Saskatchewan have been desirous of 
obtaining? Ae) NO, .eeTinivtely nai. 

Q- Put it another way. Is there a demand in many 
districts of Saskatchewan on behalf of the people for certain 
facilities, which demand has not.been met? A, Oh yes. 

Q- What is the practice in this matter? Is a public 
meeting called, do people attend and subscribe capital and 


have money available as soon as title is clear? Is that the 


practice in many cases? A. The customary procedure seems 
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to be for the few leading spirits in every community to 
take the initiative, and that usually results in a meeting 
being called in some convenient place where a decision is 
arrived at as to whether or not it would be advisable to go 
into business and, if so, what type of business they should 
20: into. 

XQ. With- regard to cs expansion of the Federation, is 
all of the money which is used for expansion obtained from 
reserves set aside by the Federation? AY NOG SspuLredy. 

9. Does the Federation obtain loans in addition to the 
retention of patronage dividends? &s Yes; in some 
instances. 

Q. Has the Federation within the last two or three 
years floated any bond issues? A. One issue in 1943 for 
#40,000 and one during 1944 for $80,000. 

Q. That is, $120,000. Was that money obtained for the 
purpose of expansion? A. That money was obtained for the 
purchase of real property in the cities of Regina and 
Saskatoon. In other words, we were unable to continue to 
rent suitable premises and it was considered advisable to 
secure premises, and that was for the purpose of Tine ine 
the purchase of these premises. 

9. Are those loans obtained through the issue of bonds 
secured from the public generally, or are they obtained from 
persons who are members of cooperative associations? 

A. At the time the bonds were considered by the members the 
decision was arrived at that the sale of these bonds present 
or future should be restricted to the members or their 
families? 


THE CHAIRMAN: Was that in fact done? 


THE WITNESS: Yes, 
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BY MR. FRANCIS: 

Q. That policy has been followed and they are restricted? 
Ba (LSBs , 

9. A great deal has been gaid about the revolving 
method of financing. Has any pamphlet been prepared under 
competent guidance dealing.with the matter of the revolving 
fund by way of explanation? Sa? ess 

Cr la your OpLaron, would it be of advantage to the 
Commission to be supplied with copies of that pamphlet? 

A. I think we should have supplied them some time ago. 

Q. These pamphlets contain an article on the revolving- 
door plan giving an explanation of the manner in which it 
operates. + is explanatory and is written by Mr. H. Re 
Lamberton, who was a Bachelor of Arts and who is quite 
faniliar with the whole matter. If the Commission would 
like to have copies filed they would He of helpyo Levels eve, 
Mr. McKay, a good deal of attention was paid yesterday after- 
noon to the position of the individual in a local associat- 
ion with respect to his share in the reserve funds, and the 
suggestion was made, and quite properly made, that the 
control rested with the majority of the shareholders. Have 
there come to your attention from time to time cases where 
individual members desired their reserve funds, or required 
their reserve funds, which are set aside for contingencies, 
and where they either made application for them or the 
association offered to give them? Have cases like that 
come to your attention? A. Yes, frequently. 

Q. What is the latest one that has come to your 
attention? What is the one freshest in your mind? 

A. One came to my attention last Saturday morning. There 
was a resolution passed at one of the cooperative annual 


meetings and it was handed to me. I have read the resolution 
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passed at the meeting and signed by the president, the 
Secretary and a witness, and I might .say that one of the 
shareholders of this particular cooperative, the Estlin Co- 
operative Association, had the misfortune to lose his house 
and personal effects, and this was the resolution passed at 
the annual meeting of the association on January 25, 19405: 
"That this meeting go‘on record as approving the directors! 
recommendation that the deferred dividends and loan capital 
of R. J. Northcote in the Estlin Co-operative Association be 
made available for his immediate use if so desired, because 
of Mr, Northecote's loss of home and contents by fire on 
January 20, 1945." That was carried unanimously and it is 
certified correct by the president, the secretary and a 
witness. 

@.. Do you, knowiof othervcasesrwhere 2essrves have ecn 
made available? Are there others? Ahh OOS TSaL ease. 00 
hardship, where the bona fides are established, the local 
board has the discretion and is quite prepared, if the 
finances. of the organization.are in haif,decent shape,-\t6 
take care of the particular case in point. 

Q. With regard to superann uation, some discussion 
arose» You have in the Federation a Superannuation scheme 
for the employees. Has that plan been approved by the 
Minister? by utes. 

9. As I understood the discussion yesterday, the 
opinion of one member of the Commission was that funds set 
aside in the superannuation scheme were not deductible. As 
I understand section 5, subsection k, paragraph Pe 1 ee 
is approved by the Minister the amount set aside is deductible. 
T call attention to that point... I think that is the 
Situation. 


MR. VAUGHAN: I raised that question. They are deductible 
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up to a point under certain conditions. As I remember. 
although it is several years ago since that was passed, I 
think the limitation was 5 per cent with a maximum of $300. 
Tn your organization what would be the average salary of 
those who receive superannuation? How much a year? -- 
rorecy or roruy “dollars: 

THE WITNESS: Possibly forty dollars. 

MR. VAUGHAN? That ‘is $8,000 a year, and 5 per cent of 
that would be $100 a year. It is a very small amount. 

MR. FRANCIS: I simply wanted to direct attention to 
that provision in the Act and also to establish the fact 
that the superannuation scheme of this Federation had been 
approvede 

MR. VAUGHAN: The point I had in mind in asking the 
question was to find out if you were establishing a pension 
fund for the members in general. That was why I asked the 
question. I found it was not So. 

MR. FRANCIS: One other point. I believe my learned 
fricnd Mr. Thorvaldson is under the impression that the manner 
of control of the refinery was changed in 1938. Il gathered 
thate 

MR. THORVALDSON: Since 1938. 

BY MR. FRANCIS: 

Q. There was some question asked as to whether or not 
full information had been given the Income Tax Department. 
When was the amalgamation between the Refinery and the 
Federated Co-operatives consummated? A; ihe Tet oF 
November, 1944. 

Q. So that it has just gone into effect? 9 Ae. tees 

MR. PARKER: Why do you call it an amalgamation? It 


was a straight purchase, was it not? 
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MR. FRANCIS: The arrangement was somewhat unusual’ 
The word "amalgamation" was used throughout the negotiations. 
Perhaps my learned friend is correct, that it was a purchase. 
It was an exchange really; that is to say, the shares of the 
Refinery, the shares and capital stock, were conveyed to the 
Federated Co-operatives and the Federated Co-operatives 
issued in turn shares to the local association that held 
Refinery stock, and any deferred patronage dividends were 
consolidated and covered by certificates. It was, I suppose, 
a purchase but they call it an amalgamation. That is all. 

THE CHAIRMAN: That concludes the case. 


rief presented by A, J. Wyman, Merchant of 
Assiniboia 


MR. PARKER: I wish to accommodate Mr. Robinson, who 
is anxious to get away. I understand he proposes to read 
a brief on behalf of Mrs A. J. Wyman, of yAssiniboia am 
then call Mr. Wyman. 


MR. ROBINSON: The brief reads: 


"To the Chairman. and Members of the Royal Commission 
sitting at Regina, Saskatchewan, I have the honour to 
present the following submissions on the question as to 
whether ornot cooperative associations should be exempt 
from income and excess profits tax. 

"In the first place I would point out that I have in- 
structed my counsel to present this brief as if 1 were 
personally presenting it. It is my desire to give you 
gentlemen the carefully considered views of an individual 
morehant who has carried on business in a south-western 
Saskatchewan town for the past twenty two years. 


"In order that you may get the proper picture I think 
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it is necessary for me to tell you a little about my own 
career as a business man. I was born atiEssex, Ontario, in 
1886. Quite early in life I determined that I would be a 
storekeeper and ever since I have had as my main objectives: 
first, the maintenance of my family, and second, the 
maintenance of the very best’ departmental store that could 
Oe Carried on in a good, live western Lown. 

tifter going through the usual routine of store clerk, 
working for others, I finally succeeded in opening a small 
store at Lafleche, Saskatchewan, in partnership with Oscar 
Ball, who later retired from the business. I went through 
the usual trials and tribulations of the small storekeeper, 
but I ever kept in mind that some day I would be the 
proprietor of an establishment that would be a credit not 
only to me and to the town in which it was situated, but 
elso a Gredit to the surrounding counury. 

"T am proud to say that I succeeded in my objectives 
and finally opened my present departmental store at Assiniboia 
in 1922 where I am now carrying on business in a comparative- 
ly large way. My sales last year aggregated approximately 
#140,000. In that store I sell merchandise of all Kings 
that is required by my town customers and by my many 
farm customers in the surrounding territory. 

"Tl employ twelve persons besides myself and I believe 
I can say without fear of contradiction that no employee 
works harder than I do. But it is not work to me, for I 
get more pleasure from seeing my business prosper than 
could come to me in any other way. However I find myself 
in my present situation only after many years oF nard 
struggle, for comparative prosperity has only come to me 
recently. 


"T do not wish to dwell on the hardships that I and 
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other individual merchants have endured for, whenever I 
look back, a great weariness settles upon me. I will, 
however, mention the days of the great drouth and depress- 
ion which for many years chdked out all chance of advance- 
meny in the southern ‘part of this provines. <sAssiniboia, 

Iy own town, was situated in the very worst part of the 
ereat dust bowl. Here was nothing but a desert, greater 

im extent, if you géntlemen will pardon me, than the desert 
of verbiage that has descended upon you from all parts of 
Canada in connection with this Commission. 

"Cone were the green Tiélds Gl sprine, Which, efver 
seeding, were wont to spread like great lawns over the 
whole countryside. Gone were the golden fields of harvest 
days which had formerly, and now do again, rival in 
grandeur the crimson of the eastern maple. In their stead 
was nothing but a barren waste. The farmer planted his 
seed only to have it cut off éither by the howling winds of 
early summer, or, more discouraging still, found it.seared 
and withered when it had almost reached maturity.: A 
veritable Sahara on every hand} Where fences had previous- 
ly been, the only boundaries were mounds of dust extending 
for miles and miles like grave upon grave in a never-ending 
cemetery. Truly it was the grave of the farmers! hopes 
and the grave of the hopes of all those who were dependent 
upon-them for business. 

"T do not need to tell you what affect that drouth 
and depression had on the town merchant. The western 
farmer is always dependent on credit from his storekeeper, 
particularly in bad times. Practically every merchant in 
southern Saskatchewen extended credit to his customers, 


particularly to farm customers, and I was no exception to 
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the rule. The dust of depression not only settled over the 
farms of my locality, but it sifted into every inch of my 
business to Such an extent as to nearly end it. I was 
really bankrupt in all except a determination to win out 
despite of everything. So, notwithstanding the drouth and 
depression I, along with many other western individual 
merchants, weathered the gale until adversity gave place to 
prosperity. Until recently I felt that never eerie would 

I be fearful of the termination of my life work. 


Yet now the germ of fear has again confronted me. I, 


whe have survived the test of cstablishing myself in business, 


who have survived the ereat drouth and depression, who have 
undergone without complaint the strenuous competition of 
the chain store, who have been assessed for and paid heavy 
income tax and excess profits tax with a fortitude only 
inspired by patriotism, am now confronted with the dread 
spectre of unfair competition, even unfairer than any that 
has ever been seen in Canada. 

We have had our trust, creatures of the big interests. 
We have had our combines and monopolies, but in my humble 
opinion the most iniquitous thing which has yet confronted 
the individual merchant in western Canada, which has yet 
confronted me, is a tax-free cooperative association, that 
can carry on tne same business as myself, in direct com- 
petitition with me, and not pay one cent of income tax or 


excess profits tax. The cooperatives are supposed to be 


O 


the representatives of the common people, of the small man, 


ct 


of the poor man, of the individual, but, if they are per- 
mitted to operate free from Dominion Income and Excess 
Profits Tax, they will be more unjustly favoured than any 


trust, monopoly or combine that has ever existed in Canada. 
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"It would not be quite so bad if the cooperatives were 
not given special privileges in this province. In Saskatch- 
ewan, we now have e& special department of the government 
whose duties are solely to promote the organization and 
welfare of. cooperatives. Consider for a moment what that 
ucans.e It means that all farmers and in fact all people 
in Saskatchewan are advised in no uncertain terms that in 
the opinion of the government the cooperative store is the 
One they should patronize, the one that they should lend 
their support to, and the one where they will get the best 
value for their money, as well as a handsome dividend at 
the. end of the year. 

"Not only will this government support greatly assist 
the present cooperative stores, but it will very soon result 
in the establishment of a great many new cooperative stores 
and if they continue to be federally tax-free then I can 
see no other course for myself and all other individual 
merchants to adopt than to go out of business now, before 
unfair competition has driven us into bankruptcy. 

"Please do not misunderstand me. I have no quarrel with 
the cooperatives, my only grievance is the proposal toa 
exempt them from Dominion income and excess profits tax. 

"Tn order to break even in my business my turnover must 
be at least $75,000. If the turnover is less than that, I 
lose moneye In the drouth years my turnover was only 
about $50,000 and in some years I lost as much as $5,000. 

In those days it would not have mattered to me how high the 
income tax or excess profits tax was. But today my gross 
profits amount to about $15,000. per year out of which I 

pay approximately $12,000 to the Federal Government in income 


and excess profits tax." 
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These figures are Only approximate and probably the 
amount of the tax is too great there, but of course it will 
not affect the principle. As a matter of fact my client 
has applied for allowance for Salary buy Lt nas not yet been 
Given, That is the reason that figure appears soa high, 
though, as I say, it does not affect the principle. 
Continuing: 

"From this you can easily see that I cannot hope to 
compete with a tax-exempt cooperative store operating a 
business of the Same size, for that store can do one of two 
things: either reduce the price of its goods to the extent of 
$12,000 or annually divide amongst its customers that 
312,000. I have many friends Syace my customers, but 
friendship ceases so far ag buying goods in my store is 
concerned the moment my prices are much higher than those 
of my competitor and also ceases if my competitor can grant 
my customer a dividend that I cannot give. 

"The individual merchants in my district have already 
commenced to sell out their businesses. In the town of 
Limerick with a population of Only about five hundred two 
such merchants have just sold out to cooperatives and tha 
is only a sample of what is or will shortly be going on 
all over Saskatchewan unless the decision is made to tax 
the cooperatives. 


"T submit that the individual merchant has been the 


-batkbone of this country. It is he who has stood by the 


farmer through thick and thin, in bad times as well as good 
and it does seem to be most inequitable that even newly 
formed cooperatives should be given such a preference over 
him. 


"I do not want to go out of business. As a result of 
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taxation imposed upon me by the Dominion parliament due 

to war conditions I am making far more money for the 
Government than I am for myself. I am quite content to do 
pie. 1 realize that-iteie my cduby te do-theate, 10 weeaece 
a joy to assist in the preservation of these democratic 
principles which we are fighting for but if we are to 
continue this work for democracy, we must see to it that 
autocracy does not under the guise of cooperation put 

out of business those who are at present and hope still 

to be in the future supplying the sinews of war for our 
government until we see this thing through to a final 
LOUOry . 

"T am not one of those who sees the early elinination 
of Dominion income tax and excess profits tax following the 
conclusion of the war. I realize that the rehabiliation 
of our armed forces will be a tremendous task and one that 
cannot be accomplished without the expenditure of vast 
sums of money. It follows that the question before this 
Commission is not one of the present Moment only coup oie 
that will affect us for years to come. Even when the war 
is over I am still willing to assume my share of the 
burden. J am willing to continue to pay my share of afl 
necessary income and excess profits tax, but I am not 
Wiltline Lor cooperatives Go carry On Dusiness in wizec. 
competition with me and escape altogether a duty which I 
believe to be that of every citizen, namely to assist those 
who have fought for us so gallantly on land, on sea and 
in the air and who will continue to fight for us until this 
war is brought to a successful conclusion. 

"It is now scarcely necessary for me to say that if 
cooperative stores in Saskatchewan are not compelled to 


pay all taxes the same as other stores, I shall be 


Be 


‘ 
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eliminated from the store business. I cannot meet the 
competition which would ensue as a result of the extension 
of the cooperative store with the help of the provincial 
government, unless the Federal government decides to tax 
them the same as other businesses. 

"Not only would I be put out of business by such 
unfair competition, but I would be very foolish to wait 
until that result actually took place. If the Dominion 
government does not see fit to tax the cooperatives the 
Same as Il am taxed 1 can say right now that just as soon as 
that decision is reached I intend to wind up my business for 
I cannot do otherwise in fairness to my family and myself. 
AS previously intimated I would hate to close my doors for 
I do not regard my business as a place in which to make 
money, but rather as a place in which I can do more for my- 
self and ny fellow men than I could do: in any other sphere 
Ee Wadi “OL Pit eng 

"Il am submitting this brief solely as an individual 
and at my own expense in the hope that it may add even a 
little to the vast knowledge you must have already received 
and will yet receive in your journey across Canada. 

"IT wish to thank you very much for the privilese- cL 
presenting my views to you. 

WAll of which is respectfully submitted to the Royal 
Commission by A. J. Wyman of Assiniboia through his Counsel, 
ius Mok. Robinson,, Ke Oe 

Sed.: *A. J. Wyman! 


pers’ L. MckKeoRobinsones? 


I propose to call Mr. Wyman. 
THE CHATRMAN: There are no facts in the brief. We 
are erateful for the expression of his views and it would 


suffice for him to establish generally the correctness of 


‘ 
. 
= 
ate 
mS 
Pa 


on ce 
. 
vas 
y Ue SP la, Pes 
sf vs VE 


* 
. u 4 . 
eee * 
: , 
aa iS, 
' 
. od ’ 
‘ 
; 14 Fe 


uf 
aie oat, Ie Pan 
x’ 1 
* 
« ise aha 
ry are 
s ube Te 


ape 


. 
> 
ete 
, 
? 
r 
Ce 
' 


t 

fey 

+4 cu 
i 


t 
/ 


vy 


‘ 
r 
= 
a 
> 


+ 


‘ 
+ 
= 


“a 
oa 
a 


‘ ‘ 
z 
: 
‘ 
~ 
a 
r 
. . 
in hes 


va 
ee ast 
i 
Bais 
fee 
nae : 
- ie 
: + 
. 


B-1401 -1401- The Chairman 


.» 


the brief. 


A. J. WYMAN, 
Merchant of 
Assiniboia, Saskatchewan, 
having been duly sworn 
testified as follows: 

BY MR. ROBINSON: 

Q.- You have heard the bricf which I have read to the 
Commission on your behalf? i Noss 

9. How was that brief prepared? Perhaps I ean suggest 
that it was prepared by me in consultation with yourself, 
after quite a number of interviews with you? A. Mess 

Q.- You went over it carefully before it was filed? 
A. Yes, before it was presented. 

Q. There are just one or two questions I would ask 
you. How large a town is Assiniboia? 44. Fifteen or 
eighteen hundred. 

Q@. From what distance do your customers come to your 
store? Lie Twenty-five or thirty miles. 

Q. How far distant is Limerick? A. fourteen miles. 

bw How tar is. fatleshes ies) SRR Tal eau. 

Q. You derive your business from the town of 
Assinibola and from the farmers? Kar veers 

Q- Which would be the greater source of income, the 
farmers or the town? A. The people coming from outside, 
the farmers by all means. 

9. It is true that you were on the verge of bank- 
ruptey at one time after the depression? A. Yes. I went 
through an extensive and trying period in 1932 and there- 
after but I paid one hundred cents on the dollar. It took 
ten years to clean it up. 


9. You did not have your debts reduced? A. No. 
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THE CHAIRMAN: Do you verify the statements set out in 
your Dricr? 

THE WITNESS: Yes, with one exception, and that is the 
taxe We are asking to have something done. We have a 
$5,000 standard profit. I applied for allowance for salary 
a year ago and I have heard nothing about it. Talking to a 
chartered accountant, he said he did not think there would 
be any doubt about it. 

THE CHAIRMAN: So that the figures you give of $15,000 
and $12,000 are approximate only? 

THE WITNESS: Yes. Have you not the figures from the 
accountant, Mr. Robinson? 

MR. ROBINSON: You had better leave it that way. I 
said they were approximate. 

THE WITNESS: The difference is in the matter of salary. 

MR. ROBINSON: My client will have to assume responsib- 
Llity for thise’ He \adcked"memtov pure Gar Seni oro go bub et 
Will-be only an informal exnubic. 

THE CHAIRMAN: We thank you for your attendance, Mr. 


Wynan, and will carefully examine your brief and exhibit. 


MR. PARKER: The next brief to be submitted comes from 
the Lloydminster & District Agricultural Co-operative 
Agsociation, Ltd. It will be presented by Mr. Gar Gs 
Davidsone 

C e Gs DAVIDSON, 

Manager, 

Lloydminster & District 

Agricultural Co-operative 

Association, Ltd., 

having been duly sworn 

testified as follows: 
BY MR. FRANCIS: 


Oot) Youvare tie General Manager of the Lloydminster 


& District Agricultural Co-operative Association Lite se 
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A. Yes. 

Q- You have been Manager for how many years? 
Ae Highteen years. 

Q. Lloydminister is a large town on the northwestern 
boundary of Saskatchewan with a population of how many? 
A. Fifteen hundred. 

Q. The brief you are now about to present, I take it, 
was prepared under instructions from the Board of Directors, 
and you have authority to present it to this Commission on 
their behalf? A. YeSe 

Qe Will.you pleage Tead.1u7 Key Lo Le. only eeeneary 

emt, 6 At Gad a. 
Lloydminister, Sask., 
January 22, 1945. 


*The Royal Commission on Co-operatives, 
Regina, Sask. 


"Gentlemen: Brief re Income Tax and Excess Profit Tax 
from The Lloydminister & District 
Agricultural Co-operative Association 
Limited 


"We respectfully present the following:- 
"Tt was in the year 1903 that the Barr Colonists arrived. 


at Lloydminster from the Old Land. They immediately busied 
themselves getting settled down under what to them were 
rather changed conditions. Many of the settlers had been 
mombers of Consumer Co-operatives in England and having: en- 
joyed the benefits, kept in mind the idea of forming a 
co-op. store in their new surroundings. Although several 
attempts were made it was not until June 1914 that it was 
decided to form the Lloydminster & District Agricultural 
Co-operative Association Limited with an authorized capital 
of $5,000, made up of 200 shares at $25 each, $10 on each 
share to be paid up. A collection amounting to $7.60 

- was taken from thoge present to meet a portion of the initial 


expense. 
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"Following this meeting, on August 7, 1914, an 
organization meeting was held, when 23 shares were sold, 
and as $10 each was subseribed the initial working capital 
accordingly amounted to $230. The membership was then 16, 
today the membership is numbering about 1,000 and the share 
capital paid up approximately $55,000. 

“What actually prompted the formation of the Association 
was a desire amongst the district agriculturists to secure | 
reasonable prices for both what they produced and what they 
consumed. 

"Taking the shipping of livestock as an example there 
was a pronounced feeling that unfair treatment as regards 
poor prices and careless handling of the livestock had 
hitherto been the rule. Subsequently a livestock shipping 
department was instituted. This met with. immediate success. 
it continued to prosper to such an extent that the livestock 
department undoubtedly produced the finance for development 
in various directions. 

"As far as merchandising was concerned, the association 
commenced by the purchasing of a carload of lumber and a 
carload of Ontario apples in barrels. The lumber was sold 
tO the members on a 10 per cent on cost basis, The carload 
of apples was sold by six of the original directors 
guaranteeing the sale of 25 harrels each. 

#In 1915 a lumber yard was purchased and equipped. 

Phen a srocery and dry goods store was pought out. adn teal 
a hardware business was added to the activities. 

"Tn 1927 it was decided to build a store adjoining the 
hardware building. At a cost of $20,000 this was accomp- 
lished. A large archway was cut between the two stores, 
thus consolidating the grocery, dry goods and hardware under 


one roof. In August 1929 fire wiped out the entire building 
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and stock. The loss was approximately $100,000. It was 
covered by insurance. Within a week the business was 
Operating in a new temporary building. December 1929 saw 
the completion of a new store 117 by 100 ft., with full 
basement and office quarters on a mezzanine floor. On this 
floor are also housed the board room and a lounge and 
reading room. 

"Every convenience is placed at the disposal of not 
only shareholders but to the general public. The result is 
that the association progresses steadily and business is 
being drawn from an ever increasing radius, thus creating 
a transient business which depreciates considerably the 
sales value of our shareholders. 

"Up until recent years the Income Tax Department has 
always recognized the distribution of a 'Patronage Dividend’. 
The word ‘Patronage Dividend' has so far been taken to mean 
'A Trade Discount'. In other words the Patronage Dividend 
ig a return to the trading members of the association of the 
difference between 'Cost of Goods Sold'!, which item includes 
overhead, etc., and the ‘Selling Price’, or the ‘Actual 
Gost of the Article! plus the cost of doing business. 

"The Lloydminster Co-operative Association has always 
becn tax conscious and as far back as 1934 have complied 
with the laid down provisions of the Income Tax Act. 

"Tt was in 1942 and 1943 when the Excess Profits Tax 
started to make serious inroads into the financial structure 
of the association, that it was felt that some steps should 
be taken to protect the members of the association from ex- 
cosSive taxation, which would ultimately result detrimentally 
to the association as a whole. 

"Tt has been stated in the Historical Survey of the 


association that the members became shareholders upon the 
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payment of $25. During the last ten years the members 
have subscribed an average of $48,680, which means there 
are approximately 1,947 fully paid-up shares issued. On 
these shares thore was paid by way of interest an average 
OL USL APO? per annum over the past ten years, or 3.6 per 
cent on the share capital invested. 

"During the same average period of ten years there was 
returned to the members and the patrons of the association, 
by way of Patronage Dividends, the sum of $9,621 each year. 
This was calculated upon an aVveracs Yearly prolitiior 
~15,841 or 60.7 per cent upot the prorig sarnhed , 

"The distribution of profit over the past ten years can 


therefore be stated as follows:- 


Amount ,— Percentage 

Returned to shareholders and 
patrons by way of patronage 
dividends 96,219.25 60.7 
Paid to shareholders by way of 
dividends upon share capital 
subscribed Oe Oo Be 
Paid for income and excess profits 20,694.87 13 
tax 
Surplus funds invested in capital 
additions and Dominion Government 
bonds 25,027 92 15 
Tovel met’ profit from L934 to 

1943 (10 years). $158,415.12 100 per 

cent 


"Perhaps the only point in the above summary, apart 
from the income tax paid, that warrants any comment is the 
item of $23,527.92, being capital additions and Dominion 


Government bonds investments. In a business that for the 
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last ten years has averaged $248,314 in sales, with purchases 
running $197,943 per year, a sound business credit must be 
established. In the past it was necessary at certain times 
of the year to borrow money from the bank to meet whole- 
sale drafts, etc. This money was borrowed upon the 
personal guarantee of the directors. This procedure was 
hardly fair to the individual director, so that a substant- 
jal investment fund, consisting of Dominion Government 
bonds, has been built up and the association is now able to 
take care of any trade liabilities without pledging the 
individual directors credit. 

"Tn the past the Lloydminster Co-op. has failed to 
qualify by about 5 per cent from being able to exercise the 
provisions of Part 2, See. 4)/6.8. (1), Paras (P) of the 
Income War Tax Act, wherein the 20 per cent clause is laid 
down. This means that with the exception of the Patronage 
Dividend, the Lloydminister Co-operative Association comes 
within the full scope of the provisions of the Income 
War Tax Act, as it applies to any other company operating 
for gain. 

"In 1943 the amount of the Income Tax and Excess Profits 
Tax for The Lloydminster Co-operative Association anounted 
to $11,304.31. This amount has been paid in full under 
protest. All payments were marked ‘Without Prejudice’. 

'The fact that the Lloydminster Co-operative Association 
by virtue of heavy sales is prevented from enjoying the 
game privileges as other cooperative associations in the 
province, just because they fail to qualify by 5 per cent, 
would definitely indicate that the entire provisions of 


Para. (P) need: revision. 
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"Respectfully submitted, 
Yours very truly, 


Lloydminster Co-operative Association 
Limited 


Sed.: G. G. Davidson." 


BY MR. FRANCIS: 

Q. Is there anything that you would like to add to 
the brief? A. I have nothing to add. 

THE CHAIRMAN: Your contention is that 4 (p) embraces 
your particular organization? 

THE WITNESS: Yes. 

THE CHAIRMAN: That is, the 20 per cent clause? 

THE WITNESS: The actual figure for 1943 sales is 
$523,679 and patronage bonus $243,484. If we were going to 
get the benefit of the 20 per cent clause it would mean that 
we would have to have $80,295 sold outside whereas we 
finished with $64,735, or $15,560 short of the amount re- 
quired. 

BY MR. PARKER: 

Q. Just one question. On page three Of sche. DELI, 
in the figures that you have given during the period in 
question, the profits of the company amounted to $158,415. 
That was for the ten-year period. Out of those profits you 
have paid $20,000 in taxes? A. We paid in taxes 
$20,694.87 

Q. In other words, you have paid income tax on all 
your profits except what was distributed as patronage 
dividends? pee Soh 

Q. Was the source from which the profits were made, 
which were taxed, any different from the source of the 
profits that were distributed in patronage dividends? They 


both arose in the same way from the same general source, and 
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\ 


the only reason why one was taxed and the other was not was 


due to the manner in which the profits were distributed? 


BY MR. ..RNASON: 

Q- What system of records do you use in ascertaining 
the sales made to non-member patrons as compared with the 
Sales made to members? A. We do not keep a record of all 
sales made from one year's end to the other. On all sales 
slips there is a notice telling people that for the purpose 
of the bonus record they must turn in the slip before the 


acy Gay OF January In tne year rollowing the purchase, co 


that all we Have i 


(3) 


wnat the people ask Tor, ahd 12’ we are 
$15,000 short of the amount required that is due to the care- 
lessness of some of the shareholders or of people who do not 
Mexe Cliim FOr bonus. 

By MR.” BOLLOET: 

Q tt would require a great deal of reorganization of 
your business to keep a more accurate account of sales to 
members? Be Noy Lodont thine it would. lium enon Oen a, 
little bit more monsy but we are in the position now of figur- 
ing that if we are to pay so much in income tax it might be as 
well to get help. 

BY MR. THORVALDSON: 


Qn 


Q. How many members have you? A. «Approximately 
D,V00. 

Q. Are they all shareholders? A. Yes; thess are 
actual shareholders. I could not tell you how many patrons 
we have building up towards a share. 

Qe How many patrons have you? A. Possibly 400 
orwov0, bULIdine: Ups 


Q. That is besides your members? A, Yes. 
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Q Besides the members you have 400 or 500 patrons? 
tin LOSS 

Q &And as a result of the situation you have described 
you do not qualify for tax exemption under 4 (p)? 
fe boat 28 Tient.s 

Q. That is why you Have paid inedme tex? Ae No, 

The four or five hundred would be building up towards a 
Share. These are included in the amount. That shortage of 
$15,000 does not come there at all. Everyone purchasing 
could apply for bonus, for any volume of sales over $50 is 
credited in the share capital ledger. 

Q. To become members of your business they must buy 
HOO Worth. or @ocde? . ih. Geer 

Qe ~When you do so you automatically become a member? 
mh, Their bonus is credited to them im the share capivar 
ledger to build up one share. 

O. 60 that whether you want to become a member or not, 
if you buy $50 worth of goods you are on the way to becoming 
a member and you have a credit? & As soon as they have 
850 or more and make application for the patronage bonus we 
then build up a share. We don't give-the money back in cash, 

Q. What do you do with the money? LOU PUG, 20 we 
special account? he NO? 2G 16.10) thse. business. 

Qs But you credit it to 4 certain person's account? 
fis 1986 

Q. And start to make that person a shareholder? 

Aw eS 
Q. and when a person has bought $50 worth of goods 


in your store he becomes one of your thousand shareholders? 


G 


i. No. We have a thousand shareholders above that. 
Q. I did not have a copy of your brief and it was 


hard to hear youe I did not quite follow you. Anyway, you 
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have paid income and excess profits taxes in the last few 
years? fy LOS. 

Q%- But you have not paid taxes on what was paid out 
in patronage dividends? fia. sNO« 

Q. Did you get special exemption from the Income Tax 
Department in respect of those patronage dividends? Was 
it ever discussed with you whether you were entitled to 
exemption on such amounts as you paid in patronage dividends, 
Or not? Was that question ever discussed with you by the 
Income Tax authorities? 4. Qur auditor makes returns 
for income tax and he is in close eontact.: with the office 
in Saskatoon and personally I never gave it a thought. 

9 Your auditor has claimed exemption for such amounts 
as you have paid out in patronage dividends? A. He makes 
his returns and complies entirely with Government instructions. 

Qe I just want to make this clear. In your business 
you don't pay taxes on the amounts you pay in patronage 
dividendse That is correct? As it A Dot going to7De 
sure.of thea. 

MR. THORVALDSON: Is that the understanding, Mr.Francis? 
Have you a financial statement from which we could decide 
the point? 

THE CHAIRMAN: It is stated in the brief: "This means 
that with the exception of the patronage dividend, the 
Lloydminster Co-operative Association comes within the full 
scope of the provisions of the Income War Tax Act, as it 
applies to any other company operating for gain." They 
are not paying on patronage dividends. 

MR. THORVSLDSON: I did not hear him read that in the 
brief, Mr. Chairman. J did not have a copy of the brief. 

BY MR. THORVALDSON: | 


Qe How often do you pay patronage dividends? 
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As “Yearly. 

Qe Every year? AY. Yes. 

Oe LO you pay Eien to your patrons as well as to the 
members® These four or five hundred people you spoke of 
-~ dO you pay patronage dividends to them? A. We don't 
pay it; we credit the amounts on the share capital. 

Q. And in that way they become members eventually? 
Ae Lt CLM « 

Q. Do you give them membership immediately? 

A. When they get $25 that is a share and they get a share 
certificate. 

Q. And then they are full-fledged members? A. Yes. 

Q Do you get earnings from Victory Bonds or rentals 
or miscellaneous een of that kind? A. Yes. We have 
interest on Victory Bonds. 

QO. ~How much does Dhat “amount tor A. Forty thousana 
on Vietory: Bonds, 

Qe So you have earnings on that? A. Ye@S~ 

Oo» (‘60 Lied in spite or paving Varese Sin spice or 
paying income taxes and excess profits taxes, you as a co- 
operative have made a good success of that business? 

Ase YCSe 

O.9 And you have sucoeseded Va building 10 up while wag 
the same time you have paid taxes. In fact, there is no 
doubt that you show a very good statement. You are ina 
very good financial condition today, aren't you? Do you get 
any other forms of revenue such as from rentals? "Do you 
own houses? A. We have one chattel shed we get $2 a 
month for. 

9. Do you get any other revenue? A. Yes. We have 
another one we rent for $10 a month for storing flour. 
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Q. Those are all the properties you derive revenue 


| 


on except merchandise? Awe Yes. 

Q. And of course you file income tax returns every 

year? fal aLOee 
BY MR. NADEAU: 

9%. Can we have a set of your by-laws and regulations? 
A. Iwill have to mail them, sir. I haven't got them with 
MC 

Qe Would it be possible to have your financial 
statement? Ae Yes 

BY MR. PARKER: 

G. DT notice at the top! of the: letterhead that there 
is a branch store at Hillmond. Would these figures include 
the branch store? A. The whole thing is: included. 

Q. There are not two societies? A. No, just one. 

MR. (FRANGTS: Tam sorry IT have no copies of the 
Driers 

MR. PARKER: Some of the Commissioners have intimated 
that they would like to’have financial statements for all 
these companies. 

MR. FRANCIS: I shall be glad to file them. You would 
like to have a copy of the by-laws and the financial state- 
mente 

THE CHAIRMAN: Yese 

MR. NADEAU: The latest one available. 

THE CHAIRMAN: It might be well to have a pre-war one 
wzeler 

MR. PARKER: For 1938 and 1939. I would like to have 
them for the whole period to show the progress of the 
business -- say from 1938 to date. 


THE CHAIRMAN: Mr. Arnason says he has in the Department 


copies of all by-laws. 


ita a bi ae bth 


an 
orate 


fle} 9a rad iene § 


Oss 
. 
- 
Ss 


"he 


pers ‘a n- i a 


ee 


* 


> meg ot 
Be et On Ge 
eg: mee 7 wled fy 


ra 


‘wanes one e 


] P 
e744 
i 


* Riga 34 a tt 


ay met ie oe ale 


i 
é rg de 
Jats Ry eae aie 


B~1414 


-1414- Mr. Davidson 


MR. FRANCIS: lt was for that very reason that some 
of the Managers did not bring in their financial statements 
and by-laws. 

THE CHaTRMAN: CGH had better put them in as far as you 
Cane 

MR. FRANCIS: What financial statements do you require, 
Mr. Chairman? 

_ THE CHATRMAN: The last available and at least one 
pre-war, say 1938, 

MR. FRANCIS: And the by-laws? 

THE CHATRMAN: Yes. 

MR. FRANCIS: That would be for all local associations? 

THE CHATRMAN: Yese 

MR. FRANCIS: So that we do not need to refer to it 
again. 

THE CHATRMAN:. No. 

MR. THORVALDSON: In connection with the case that was 
closed, the big cooperative, TE do not think there “is 4 
balance sheet showing profit and loss. I presume these 
things will be filed in the case of Federated Co-operatives? 

THE CHAIRMAN: I should think so. 

MR. FRANCIS: They should be, certainly. 

MR. THORVALDSON: They should be filed for a few 
years back, 

MR. FRANCIS: For 1938 and the last available. 

THE CHATRMAN: We had better have them right through 
for the last ten years. They are easily available. 


MR. FRANCIS: Yes. I just want to know what is required. 


MR. PARKER: The next brief is from the Davidson Co- 
operative Association Limited. 


MR. FRANCIS: The General Manager has been quite ill 


Mecesiee sity era eo WAL gy 


‘ 4) 
/ PAT eee Tn, | ramen 
Oi seer ata Sin Bye \ ail 
on i 


i? i 


a 
0. a 


: 
“a a . va 
ia * 
7 a 


BS Gat Mag tS a by Ba def bal ew: oie rb pe ih 1 e 
EC % ~ ‘| - i . ~ bn 7 : 7 ; 

ce LE, AC. ER) Per Ee ao ee 
a Ly 
ee ‘'.* 

“.: RD arte ia iss LA aie A ee 

pene Minis Ae ; _ it i le 


aay Sas ce tet? eed oma MEE 


ene 


A: @ Ee guath “glass “san at I i ove nia BIG SG haw Le A 
aye ry aH vii LA 4 r ies) Ly i Si td g fy pecs aon evan ced i ; ' fe 
; | \ it eure 


he : q 
i Vee ye Se ee peice takes! ree ue a ee p a! _ ih : : Dy oe 
Nears ae Ef. oe a a ; Cather : yea Asus pas f 
; 4 Phe ee Ones el ee a oy “a 
c File Demo Mek lay Re) io. ane a a phere” Par od (ess - 
7 Mee Le ee ee Og ere OMe! Re Ree ONS ke ces er ie iene o Bua 
a Test Ae © dy hiidy oa. tha hg RRO) Lene he bia ea ak * 
ie is ey ey ee AN * oe aera CLR TE VE be: 
7 Se RRM Fe ces ay te, Gere So. seas ar ees : banal . osama at able: re 
ae ; Bie ere, : ree i oe : 4 a ae eee " 
WR ee PRS aE AR Ne eee eae se a! mee 


es 
i kor ne er 1%, ue i 
oP) ee ee” CV eee ek a Or te 
e.- h they ' Fy 7 Das, Sal Cae 1a ae a: a ie. aaiAL dy 
dl 
’ 

J : , as, 21 teal : a 
. eae ON F ae ae ogre ON eee Sats 5 

- TT ay rau Ty = & oS lle ALT eck eet 2 
urine “Class  jhal a WE aoe yan 4 


5 — - : ” ¢ } oy a ; 
“ie Seg ee ave: “Teoh bie. yen hed yee 
‘cage 
gt hoe 
ee Vf ieee bE ole ¥ | 
"iu f o i 
5 Pre 
vn Fi iy tut Og NGS aie vee oe iL a *s URE pepe As ' mm + is . beat's Pail) 7 
Dy " a ; iy Mi ay ace at Pa Bee oe tea) 2 : 
| mil ROR eee he. a Pa out- gale 5 
Qe ky Mae F ie : ne ae ee : ‘en * vt a % ems - —< Later x, ra a 
A i 
‘ gate diehd we ive dodind ovidetods 
SORES Ioana ag 9 5 OU ae a i a oS Ae Sia em a 


Ol Bene a weeied Heer epee i anit at LE 


aes Cane ie 4 et 
Te ee vate 


Se =. ny . ral - ry 
c ads ue "e wet pets Ps os ou 
oe a h cee ? wats aie A eat ae Bie ata Mae 
soli Oe ho 7 Po 
7 * eB eae ae | » 
La op ay, ae) Led ae 


B-1415 ~1415- Mr. Francis 


Mr. Chairman, and has been in the hospital, He feels adie 
to read the brief, however, but he would like to be seated 
and to have the privilege of bringing to the stand with 
ham, bo.help him answer financial questions, the Treasurer 
a Re association. 

THE CHATRMAN : Would you not save him some effort, 
Mr. .Prancis, if you read the brief for him? 


MR. FRANCIS: 1 will do thet, my Lord. 


JOHN WILSON, 


Manager, | 

Davidson Co-operative Association 
Limited, 

having been duly sworn testified 
as follows: 


BY MR. FRANCIS: 


Q. Mr. Wilson, you have been on the staff of the 


eee IL ote 


Q. This brief was prepared on instructions from the 
Board of Directors? ATL es 

Q. With the assistance of your Secretary-Treasurer 
and other members? AC PLeBs 
¥ Q. You are authorized to present the brief on behalf 
of your association? A; Yes. 

MR. FRANCIS: I am instructed to ask that the fourth 
section be deleted, not the fourth page but the fourth 
section under the heading, "A Consumers' cooperative knows 
no competition.” I will now read the brief, as you suggest, 
Mr. Chairman. I am also asked to state that on the sheet 
facing. page 1 there is a table indicating the main functions 


of the Davidson Co-operative. 
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“Pinancial Statement of the Davidson Co-operative as of 
December 31, 1944, 


ASSETS 

Cash on hand in bank 2,279.52 

Accounts reeecivable 14,111.52 

léss reserve for bad debts 7,888 627 65225420 

Prepaid insurance 600.00 

Inventory of undelivered goods 44,931.56 

Dominion of Canada bonds 38,200 200 
Total liquid assets $92,284.13 

Real property, less depreciation ee gO ek 


Fixtures and equipment, less depreciation 0,072,009 


Total assets 109,512.24 
LIABILITIES 
accounts payable 0e<085 
Reserve for audit, incomplete December 31 200.00 


PATRONS ' EQUITY 


Membership deposits LPyI96 ss 
Members! loans 04,455.49 
Surplus, December 31, 1943 at sO7 4976 

$74,404.35 


Overage of 1944, for disposal by 
members at the annual meeting 215 750.88 
Reserve for patrons’ emergenoy 
benefits 15,074.18 109,229.41 
$109,512.24 
Vaya Sa en s 
Table indicating the main functions of the Davidson Co- 
operative listed in the chronological order of the assumption 


of these functions by the cooperative: 
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1914 Distribution of coal, lumbor and building supplies. 
The physical equipment at this time consisted of 
only a wagon scales and an office. 
Distribution was directly from railway cars. 
L915 Distribution of gasoline and oils. 
1916 Distribution of farm implements and repairs. 
1918 Distribution of groceries and provisions. 
LOS Distribution of meatse 
In conjunction, a cold storage plant was installed. 
Dressed. poultry, efes, etc, Were Nandied-foe 
our farmer patrons. Live animals were shipped out. 
L920 Distribution of hardware, plumbing, etc. Tinshop 
acquired. 
Distribution of dry goods, clothing and home 
furnishings. 
1926 Bakery acquired. 
1950 Stabling accommodation acquired. 
1958 Patrons! emergency benefits scheme adopted. 
1940 Hee candling station opened. 
1944 Distribution of pasteurized milk. 


“RESPECTING THE QUALIFICATIONS OF THE DAVIDSON CO-OPERATIVE 


i 


TO MAKE A SUBMISSION: 

"The noun 'tcooperative! is one which is now loosely 
used as including such a variety of organizations that the 
very meaning of the word has peoone obscured. The word is 
being used to describe, amont others, the following differ- 
ent types of collections of people, organized in many 
different ways for very different purposes: 

"First, consumers' cooperatives; 

"Second, joint-marketing associations; 


"Third, savings and loan societies; 
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"Fourth, unions or combinations of the foregoing 
groups; 

that is, unions where the unit is not the person 

‘but an organized group of persons. 

"The Davidson Co-operative is a consumers! cooperative. 

We are in a position to report only on this type. Of the 
others we have no special knowledge. 

"The Davidson Co-operative is thirty years old. It is 
one of the original cooperatives in Saskatchewan. For thirty 
years it has been experimenting, venturing, exploring and 
locating paths that other cooperatives have followed seek- 
ing always methods by which to increase its service TO 2s 
memberse To a considerable extent it has become a bell- 
wether for the consumers' cooperatives in the province. 

"While it is located in a small town, it has handled 
over $400,000 in merchandise purchases during 1944 for more 
than 700 members. This shows an unanimity of support, a 
degree of popularity in its community, that few others can 
approach and none surpasse 

"The Davidson Co-operative has been one of the out- 
standingly successful rural consumers' cooperatives of Sask- 
atchewan. And it has been successful largely because of the 
quality of its membership which, having once set out upon 
a community venture has not deviated from its COUrse The 

avidson Co-operative has been, is still, and will continue 
to be a community undertaking. 

HAs a solidly established consumers! cooperative with 
a long history and much experience, the Davidson Co- 
operative makes the following submission in the hope that it 
may prove helpful to your Commission in arriving at its 


decisions. While we are speaking throughout of the Davidson 
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Co-operative most of what we are saying applies equally 
well to a number of other soundly organized consumers! 

cooperatives. However, we claim no authority to speak 

for them. 


"(2) MEMBERSHIP IN THE DAVIDSON CO-OPERATIVE IS NOT 
CONTINGENT UPON THE PAYMENT OF MONEY: 


"All that is required of a prospective member is that, 
during the course of twelve months, he order and pay for 
fifty doliars' worth of goods. Raving done this, or 
more, he is awarded at the close of the year his proper 
proportion of the savings made by the cooperative through 
its system of bulk purchasing -- that is, his Patrons! 
Dividend. The first twenty dollars so awarded is not paid 
over. to him immediately. It is held as his membership 
deposite 

"After the first twenty dollars all Patrons! Dividends 
are payable in cash or otherwise as the recipient desires. 
In practice they are generally used to settle for purchases 
of. goods. And the first twenty dollars awarded to a patron -- 
his membership deposit -- is recoverable by him any time 
he severs his connection with the cooperative, by death 
or by his removal from the district. Retention by the 
cooperative is not permanent. 

tThus membership is not the result of a purchase of 
shares. The Davidson Co-operatives does not have share- 
holders in any accepted meaning of the term.” 

Under the Co-operative Associations Act there are two 
types of organization, the share capital organization and 
the membership organization. Your organization is the 
member-ship type, not the share type? 

THE WITNESS: No. 
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"It pays no dividend to any ‘shareholder', or on any 
"investment'., But it does pay a flat interest rate of 
4 per cent per annum to such of its members as choose to 
lend it money to finance its operations. And its members 
see to it that it is sufficiently, and amply, supplied with 
MONCY e 

"Besides the money so loaned to it Bair total of 
the membership deposits already mentioned) the cooperative 
has the use of a further fund. This ts ihe result of ue 
practice of distributing Patrons' Dividends in even percent- 
ages. . tft must be obvious that the sum available for dis- 
tribution from a year's operations will seldom be an exact 
percentage such as G6 per cent or 7 per cent, end thav a 
distribution so calculated must leave a moiety unaccounted 
for. -These driblets each year go into the cooperative's 
Surplus. Fund) and, i. Gere GursouOLrbiinuy Vyorrs, Them ew. 
built this fund to the quite respectable total.of $27,074, 

"This fund in a sense belongs to all persons in the 
community, jointly, but not any part to any one of them 
severally. Provision is made in the by-laws of the co- 
operative that, should the cooperative be wound up, the sum 
total in the Surplus Fund, after liquidation of assets and 
payment of debts, must be used to provide scholarships for 
students from the Davidson district. 

"This fund, then, is.a trusv tuna. Gb is made up or 


contributions set asi’ by the members of the cooperatives 


when, at their annual meeting, they review the year's 


results and agree to the amount of refund for distribution. 
Bach year they add to it, the amount of the addition 
varying, and ‘depending upon how great may be the fractional 
residues left when a distribution in even percentages 


is declared. This annual contribution to the Surplus Fund 
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is, of course, the property of the members whose trading 

that year created it; but it is left unclaimed by then, 

and is deliberately allowed to lose its identity and to 
become a gift for the benefit of the community. Its ultimate 
purpose is to advance the cause of education, but until it 

is so used the cooperative has free use of it. The co- 
operative uses no money~in its operations except from the 
three sources as described. It will ve seen from the fore- 
going that, as an entity, the cooperative possesses nothing. 
All property, whether real or personal, which it is permitted 
GO use 16 under its control only conditionally. Aud ite 
conditions under which it holds these properties are those 

of a trustee holding on behalf of a revolving body of 


Mempers and, in party for ell persons resident Withined 


geographical area. 


(3) THE SOLE PURPOSE OF THE DAVIDSON CO-OPERATIVE IS T 
GRVE ITS COMMUNITY: 


TA consumers! cooperative is so closely bound up with 
its members that there actually Is’ no word in use having a 
meaning restricted to the machine which the members have con- 
structed to serve them. There is no word for the organization 
as Separate from the owners’ and users. In this respect it 
is quite different from an ordinary trading company, or, 
say, a bank. 

"When an employee of a trading company speaks of 'the 
company' he means the staff from the general manager down, 
and, possibly, its tangible assets, its buildings, its book 
abcounts, its policies -- even its debts; but he does not 
intend to include its customers, nor its shareholders. 

These he feels to be outsiders, people with whom this 
company't must deal. 


*When a banker speaks of 'the Bank' he, nor no one 


vt cara hes He: nue ord 4 


. a eh A . i: ee 
on a wa - 1%: oe iw : a iebperam, ee toy shed 


¥ tiga a j ur . r 4 i ts ie Mie ro ‘i scaling ane pens hgh: 
~ ve 
. % ale <P Hite nese x. ‘aye sah ah at darae, osu) ae 


es 


i vii, yaty ioe “ : wi ike) ad iy. (polbles coma Ee. 


ee 


on, om! | 4 Oe: oS “4 uv 


Pethi dyad ‘oe oormnt ue eH, OR ae ak > 


; : 


ee RORY qatar cic sek ea RiP, eh ueaijiet 610 
me 8 ee oe pu) a Lan 


ou 7 
oe oe r 


ie Chir pl isl Pe SG 88, as ap exe err ; 


eel eerie Bata Sati va ite - nit tyentatelg akan 
ve. ee jane de Tati Wi <b Pied ahs oiaeg, Aa fe Foietid 5 


N eeeght) , Pit RE Lire’ i pd epee eh egies hss 


eas 7 si t oe Lee 1g 
A ry, SAM ari eke) ONE: 
ey) TORS GDR © SATA das oC 1 onic Sgeeaai Oa Eate, ae. ee 
(ator ah Cdk ea 


. F ries 9 ive st I a ws ~ —_ 4 ais 2 bs : 
Y Sane NS eae eee 
yi De ‘ a. - . 


Jy 
nN 


Yt ee a og Vie oa Se RL ee 2g awed one. oe andyey ee 


Vik ¢ ‘es i. fs ae lS ie oe ee én bhi’? pe ae 
rca a aes A a ay RE PS Oe ee Oe ees | dies it AP 
i Ap ie 1 ; Ly ate LVS eu) Wey ting baa raed 2 ‘i ae ae rey oa ae " 
Lonlty Nniegeay lara . oye es ay is ue pe oe: re hw qian sata Sees ? of Pye? 


one 


B-14:22 


-1422- Mr. Francis 


else, regards the depositors as an essential. part of the 
bank. 

"But a cooperative is different. 'The Co-op! includes 
all; and there is no word in use with a less general 
meaninge 

"So the word 'co-operative' must of necessity be used 
in these pages having at one time its proper meaning, and, 
at another time, a meaning less embracing. Where the con- 
text requires, it should be read with the more restricted 
meaning, as approximately equal to the expression, ‘the 
company't,. 

"The Davidson Co-operative is deliberately constituted 
so that every consumer with whom it deals must receive the 
Same treatment. It is made impossible for the cooperative 
to make a profit out of one for the benefit of another. 
With this intention membership is made so easy to attain 
that no man need remain a non-member except by his own 
choice, and all members are partners on absolute parity. 
Even King Midas could not have contrived to turn into 
gold his relationship with a-fellow man who could, at will, 
declare himself King Midas' partner. 
| "The cooperative has succeeded in eliminating all dis- 
tinction between owner and customer. It has no one to make 
apron. Tor; Noone “LO- Make sarorip trots Ths sate 
purpose 18 to servee 

*The cooperative frequently is used by its members 
to supply the community with services which no money- 
making organization could undertake. Numerous examples 
could be given, but that of the tinshop should suffice. 

"For years, during the depression, it was impossible 


for a tinsmith at Davidson te make a living from his trade. 
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But it would have been extremely awkward for the district 
if no such services were available. So the cooperative 
operated the shop at a loss, and paid a tinsmith his wages. 

"Every member of the cooperative made his contribution 
towards the cost by way of a reduction in his annual Patrons! 
Dividend. But it was the cooperative that supplied the 
machinery which made the service possible. 

"Tt is to be noted that the value of the tinshop to the 
communi ty lay largely in the fact that it was standing dy. 
Tt was ready to make repairs in case of an emergency, but 
it was not actually called upon to do sufficient work to 
pay completely its costs of upkeep. Our people were quite 
willing to pay the cost to keep it standing by, because of 
the gecurity it gave them. 

“The case of the tinshop is cited only as an illustration. 
We could furnish many others of stand-by services which 
our members supply for themselves through the medium of the 
cooperative. They, our members, are really just coming to 
appreciate how much they can do for themselves in this way; 
and it now seems likely that within the foreseeable Pi aS 
they will prefer to convert the whole of the Patrons! 
Dividends into stand-by services which could not be 
expected to maintain themselves. 

"For example, there is a suggestion that the cooperative 
take on its payroll a physician, a dentist, two or three 
nurses; and equip a medical centre for them to work from. 
The cooperative could very well do this, and thus provide 
health services, mainly preventative, for its entire member- 
ship at little or no cost to any member -- except the almost 
complete elimination of his annual Patronst Dividend. 

The extension of stand-by services seems so certain 


to be a development of the near future, and likely to be 
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of such extent, that one of our present problems is to 

work out the detailed method for putting the Patrons! 

Dividend into reverse -- so that, instead of ite being 

the return of an overage, it will become the collection of 

a deficiency. 

"Because the cooperative has no interest in making 
profits, and because it cannot lose money (having nothing 
to lose), it provides an ideal vehicle through which to 
supply community services unprofitable by any reckoning Tn 
dollars and cents. 

(No. 4 deleted) 

(5) THE DAVIDSON CO-OPERATIVE, LIKE ANY OTHER PROPERLY 
CONDUCTED CONSUMERS! CO-OPERATIVE, IS NOT A JOINT 
STOCK COMPANY. IT IS A PARTNERSHIP, a REVOLVING 

PARTNERSHIP: 

"It is a partnership with an unlimited number of 
memberse Any person may enter on equal footing with all 
oUners, regardless of pace, creed, sex, ase cm worldly 
worth. The single limitation is that, this being a 
partnership of consumers, a partner must need to purchase 
fifty dollars in goods im the course or 4 Vear~n / Ane Loo 
only reason for even ti leters limitation is that the 
handling costs of trivial transactions are unduly high: 
in fairness to others a fifty dollar minimum must be 
Maintained. 

"It is a partnership open to all who find the costs of 
living onerous and who wish to make use of the do wiaumor 
bulk purchasing to obtain at reduced coast the necessities 
on Lites 

"The outward aspects of this partnership,.visible to the 
eye -- the buildings, equipment, undelivered goods and staff-- 
all taken together form nothing more nor less than the 


machinery necessary to the partners to adjust their interests 
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as between one and another. Because there are a great 
number’ of partners, and because the interest of each 


varies from day to day and from hour to hour, the machinery 


for reconciling their respective interests cannot avoid being 


intricate and elaborate. 

"It is a mistake easily made to look casually upon all 
this machinery (these buildings, equipment, undelivered 
merchandise and staff of workfolk) and say that here, 
obviously, is a merchandising establishment. Only a close 
knowledge of the working of a cooperative makes it possible 
to perceive in these nothing but a sreatly expanded, 
ereatly modificd, general ledger account for settling 
differences among partners. Nonetheless the second is the 
fact and the former the delusion: the cooperative plant 
is not engaged in selling merchandise; it 1s engaged in 
distributing equitably among members of a partnership goods 
woieh,-asacent Tor the partners, ~1t ies S¢qui red fT or- wigs 
use -- and then, having done with the distribution, ad- 
justing the money differences that result. 

"Because there is a physical resemblence to a trading 
establishment, much of the thinking upon the subject of co- 
operatives has been confused. This confusion is apparent 
even in government enactments, notably in those of the 
vrovinecial government in Saskatchewan. 

"The Saskatchewan Act governing the formation of.co- 
operatives quite evidently began as a variation of earlier 
legislation having to do with trading corporations. In 


te of the many amendments made to this act in the course 


js 


Sp 


of ite life, it still retains vestiges of its parent. 
Tt still clutters about cooperatives quite unnecessary 
tracopings copied from the parent legislation which had to 


do with limited-liability trading concerns. But, while 
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providing many of the trappings of limited liability, 
this act proceeds to reverse itself by unusual provisions 
to the end that the cooperative (acting for its members) 
must provide cold cash for every purchase of goods it 
makes for them. 

"Now, the whole point in limitation of liability is 
that a positive limit is set upon loss to a shareholder 
which can result from debts incurred by a corporate body. 
A provision for limitation, of liability must be useless 
and void Tt ‘corporates "USebt, Loseit > is ~revernveds Wrue 
second provision cancells out all the meaning in the first, 
completely. 

"A cooperative organized under the Saskatchewan act 
must, therefore, be something other than a company enjoy- 
ioe benoerit’ OF Limited Tiapriity. “Eu Peer our sce se 
partnership, despite the ambiguities of the act. 

“We can find in the order-in-council setting up your 
Commission no recognition of the fact that a cooperative 


organization Such as ours lies beyond the taxins scope of 
the Income War Tax Act because in spirit and in fact it is 
9 partnership. But the income of a partnership is never 
subject to income tax: “all incomes the resuliror “a paruier- 
ship is taxed in the hands of the individual partners. 

tlt is not possible for a proper consumers' cooperative 
to earn a orofit for the partners who operate it; but, 
even if it were possible, it would be a new departure in 
taxation, and an unfair one, if the cooperative partnership 
were Singled out to be doubly taxed, first as partners 
and then as individuals. 


"(6) THE FUNDAMENTAL. PRINCIPLE BEHIND, AND DISTINGUISHING 
MARK OF, 4. CONSUMERS! CO-OPERATIVE IS THAT IT MUST 
i BE NON-PROFIT-MakING: 


"It follows, of course, that a cooperative must be 
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entirely immune from any tax which is levied on the basis 
of income. It is immune for the same reason that a fence- 
post is immune: neither has income to tax. 

"If we may judge from what we read in the public 
prints, there is, among people who are familiar with the 
subject, no understanding of this simple reason for the 
immunity of cooperatives from income taxation. And many 
seem to have been misled by the clause in the Income War 
Tax Act which seems to permit cooperatives to do 20 per 
cent of their business with non-members. The clause seems 
tO dO Uhis; and, taking it at face value, it is easy to 
jump to an entirely erroneous conclusion that, to the extent 
of 20 per cent at least, a cooperative may do an ordinary 
trading business and earn a profit therefrom. 

"Thus a clamor has arisen for the taxation of this 
supposedly profitable non-members' business. Because of 
this clamor we wish now to deal with the so-called exemption 
clause of the Act. 

"Just what is a non-member with respect to the Davidson 
Co-operative? There are but two categories: 

"(a) The person who, while buying some goods through 
our organization, has not yet within any. twelve months 
reached a total of fifty dollars -- who, therefore, does 
hot rate inclusion on our Patrons’ Dividends list; and, 

"(b) The governments, Provincial and Dominion, with 
their branches and agencies. These frequently find it con- 
venient to purchase through us. This category of non- 
member merits no discussion here. Governments are quite 
able to arrange their necessary purchases elsewhere; so, 
if we were required to pay a special tax on their account, 


we would have no qualms about telling them to do so, 
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Result: some inconvenience for the governments, but no 
) Poca oOr Ua 


"As to non-members of the first category: 


| "Everyone with even a little experience of such things 


q 


knows that it is relatively more expensive to handle trivial 
transactions than those of larger size. tf musy be: clear, 
for example, that it is more expensive to handle and deliver 
$50 worth of peanuts done up in five-cent packages (which 

is 1,000 packages) than to handle and deliver the same 
quantity of bulk peanuts to one man. In the latter case 
the clerk can dispose of the business in a matter of minutes; 
but he would be managing well if he got rid of the thousand 
small packages in a full day. And the clerk must be paid 


Por his time. 


"Recogniging the truth in this, the cooperative ecco nus 
and operates upon the premise that a person whose transactions 
are sO small as not to total $50 in a year causes expense 
out of all relation to the expenses caused by a patron whose 
business is more extensive; and that, for operating purposes, 
it may be assumed that identical treatment is given to two 
imen when, 

(a) in the case of the trivial business the co- 
operative assumes the extra expense, and,. 

"(b) in the case of the more extensive business the 
co-operative assumes the normal expenses and also makes a 
retund in the shape of a Patrons” Divircena. 

"Of course this is rule of thumb. No one will maintain 
that the fifty-dollar requirement provides absolute equality. 
It does not, for example, distinguish properly between two 
men, one of whose transactions total $49.90 while the other's 


ROCAL 350.10. 


*But the rule of thumis rough justice. Any reasonable 
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. . Man must srant as much. And having granted as much he must 
also agree that in both cases, one as much as the other, the 
cooperative has provided its services at bare cost. 

"Now, if the cooperative has handled the nn-member's 
business at bare out-of-pocket cost, and is then required 
to pay a tax on the business, where is the money coming 
from to pay the tax? Is a member to reach into his pocket 
to pay a tax on the non-member's business? And if so, why? 

"Upon what grounds, then, and to what end, should 
non-members! business be singled out for taxation? As, 
obviously, there is no discoverable profit arising OUuros 
this business a tax levied upon it must necessarily be of 
the nature of a tax on turnover. Why should cooperatives 
bo singled out for a vax Of turnover? 

"Then there is the matter of administration of such 
a taxe 

mmo be treated as a cooperative under the Income War 
Tax Act as it stands today, it is necessary to have 80 per 
gent of the total business done for members. The percentage 
indicates that it was set by men who knew what they were 
doing, and who had a practical and realistic conception of the 
problems connected with administration of their Act. This 
is well illustrated from our own experience. 

"Artor the close of every year the Davidson Co- 
operative can show readily that something in excess of 80 
per cent was business done for members. But it does not 
necessarily follow that the remainder, unaccounted for, was 
done for non-members. In all probability four-fifths of 
this remainder was members! business; but it would be 
troublesome (and unreasonably expensive) to be required 


to establish as much. 
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“It is easy to establish the 80 per cent, The 
information to do so is assembled when the Patrons’ 
Dividends are computed. But if a member has taken away 


goods, and has not paid for them, while it is business done 


| 

. 

| wath a member in all truthy-1t most certainly ids hot bug-= 

) .iness which it is sensible to include on the Patrons! list 

for refunds, So it is omitted. And what tax enforcement 

. officer wants to be put into a position where he must follow 
through the outstanding accounts of December Glst to check 
the multiplicity of adjustments? He is in a much more 
happy position when he can accept 80 per cent proven members! 
business as indicating so little non-members' business as 
to be inconsequential, -It is to be noted, therefore, that 
the leeway allowed operates to simplify administration both 
for the cooperative and the government. 

"Then there is the matter of petty purchases. By 
Long-established custom the Davidson Co-operative does not 
record amounts under 15 cents as cligible Der refunds -— 
simply does not record them Ber ou the grounds that the 
extra bookkeeping expense would offset the amount of refund 
dn benny evente " Lu thei mourge Sob a ean suca pe uty purchases 
total many thousands of dollars, They are probably 99 
per AP members' business. But who wants to take on the 
chore of proving as much? The Income Tax Office? We had 
more than 100,000 petty purchases in 1944, 

"All of which, we think, indicates that to talk about 
taxing non-members! business is much easier than to get 


down to the job of doing it. The figure for the total of 


the business to be taxed is not one so easy to arrive at. 
The costs of enforcement would be in excess of any revenue 
that the government might expect to gain from it. And so 


we say that those who framed the law as it now stands showed 
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sense, they knew what they were doing. 

"The only reason why a cooperative pays no tax under 
the War Income Tax Act is that it has no income to be taxed. 
It has no income because long ago (long before income taxes 
were invented) consumers chose the non-profit-making 
organization as the best for their purpose. Despite widely 
held opinion to the contrary, imposition of an income tax 
had nothing to do with their choice. There was no income 
tax, and no one imagined an income tax, when the Davidson 
Co-operative was born. And, while we are quite ready to 
adinit that the founders of Une Davidson Co-operative were 
wise men, even we cannot claim for them anything so extre— 
ordinary as the ability go to peer into the future. 

"(7) IT IS TOTALLY IMPOSSIBLE TO COLLECT 4 Tax FROM 4 

CONSUMERS! CO-OPERATIVE. IT CANNOT PAY ANY Tax 

AT ANY TIME UNDER ANY CIRCUMSTANCES: 

"This can readily be seen upon examination of the 
specimen account appearing below, the figures having been 
copied from an account on the books of the Davidson Co- 


operatives 


The Davidson Co-op, Assn. Devit Credit Balance 
in account with John Doe (Interim) 

1944 , 

Oct. 1 Balance forward 58 220 08 420 


Oct. 1 Patrons! Dividend at 
7% on 1943 purchases 


of $688.43 48.19 10.02 
Qct. 2 Hardware - pipe 14.0 
Oct. 2 Groceries - Misce 4.26 Ley 


Note the credit item for $48.19. This represents 


imply a pro-rata share of the sum of money which the co- 


W 


operative found on hand at the close of 1943 after all 
expenses had been paid. Had the expenses been larger, the 


sum to be divided would have been less. 
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"Taxes, all taxes, whatever they may be called -- 
income tax, real property tax, licensing fee, or what you 
Will -- are expensese One and all they act simply to reduce 
the refund distributed by the cooperative after the close of 
the year. Every expense is passed on in this direct fashion 
to the patron of the cooperative. The organization itself, 
as such, pays nothing. It has, in fact, no means of paying. 
(11 properties and all monies of which it has apparent 
possession are merely held in trust pending an accounting. 

"Taxes, all taxes, assessed against a consumers! co- 
operative can be in effect nothing else than an indirect satec 
tax collected from the patron of the cooperative. They fall 
upon him in direct proportion to his annual purchases.. They 
bear no relation to the extent of his income. “4 man with a 
large family, however small his income, is likely to. vay 
a larger share of such a 'sales tax! than a man without 
dependents -- because his necessary purchases are greater. 

It ig the nature of a cooperative that its patrons tend to 

be those who are under compulsion te pinch pennies in order 

to survive, and it is exactly these people who would be 
caught by a special "sales tax’ levied through a cooperatives 

Those members of a community who are in easier circumstances, 

and who are better able to pay special taxes, often consider 

it demeaning and beneath their dignity to be found shaving 
expenses by purchasing through a cooperative. 

*(8) WHAT IS REGARDED BY SOME is THE '‘INCOME' OF 4 CO- 
OPER..TIVE IS NOTHING BUT A REFUNDABLE PORTION OF A 
DEPOSIT. & TAX LEVIED ON THIS WOULD PRODUCE NO 

REVENUE: 

"Turn again to the specimen account shown on the 
preceding page. Consider the item of groceries debited at 
an interim price of $4.26. 


"This $4.26 is not the final cost to ‘John Doe'. He 
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knows it is not the final cost. The bookkeeper who made 
the entry to his account knows it. 

"The $4.26 is only an approximation used until the 
exact cost can be discovered. It is a deposit required of 
‘John Doe'. Because it is only a deposit it is calculated 
to be something more than the exact cost! unless plans 
miscarry there must be a refund to Had sie. 

"The sum of these refunds, covering thousands upon 
thousands of such transactions, makes the cooperative's 
annual distribution known as the Patrons! Dividends. The 
name is misleading. 

"The refundable portion of the interim charge to 
‘John Doe's! account never at any time.belongs to anyone 
but 'John Doe.* The cooperative, from the moment when the 
charge is made to his account, is under obligation to deliver 
the refund to 'John Doe! when the amount can be ascertained. 

"And note this: The $4.26 is. something more thanian 
approximation, of the final, price., Ih most. cases it is elec 
the common market price for the same goods as charged by 
other-than-cooperative enterprises in the locality of the 
cooperative's place of business. It is the final price in 
a privately-conducted store of the area. 

"Now, it is always open to the cooperative to spend a 
little more on its booKkeeping. By so doing it could safely 
reduce the deposit, the interim price, and thus reduce the 
margin which it will refund. It could reduce this margin 
even to the point where no Patrons! Dividend will be necessary 
in final adjustment. Then the cooperative would have ‘no 
Hncomet -— and a tax imposed upon it would produce exactly 
nothing. In such an event the costs of administration of the 
tax would be a total loss to the government. 


*But the effect of the remedy would be the creation of 
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chaotic price conditions for any private trader in the 
Aa Weanriooda, 
(9) CONCLUSION: 

"The Davidson Co-operative has had thirty years! 
experience operating a consumers' cooperative. Drawing 
On our experience, we have made an effort to supply your 
Commission all information we can relative to the matters 
of yours inquiry » 

"We submit that every Canadian has an unquestionable 
right to purchase his necessities to the best advantage 
that he can manage. He has every right to seek for himself 
the cheapest. price. ifshepehoeoses; to bargain, sorevem fo 
haggle, in order to obtain it, no governmental measure 
Shoulder trrustreatve: Lis eftartuss 

"We submit that if he finds that he can bargain better 
by entering into a partnership with others intent upon the 
Same end, he is quite within his rights in doing so. dAgain, 
no governmental measure should.stand in his way. 

"Today, every Specialiinterest in they countrys is 
organized, whether manufacturing, transportation or dis- 
tribution, whether investment, management or labour. The 
ultimate purpose (or the final effect) of all this organizing 
is to gain special advantages for the few at the expense 
of the consumer, or, to be more charitable, to gain ad- 
vantages with ibtle or no regard for whatever may be the 
cost to the consumer. In this game of snap-the-whip the 
consumer is the little fellow at the end who absorbs all the 
jolts. 

We submit that it would be strange indeed if the govern- 
ment of Canada hindered him, the consumer, in setting up an 
organization for his own protection. His organization, and 


his only, represents no special interest: there is no 
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Canadian who is not a consumer. 
"As. we have shown, a tax levied against a consumers! 
cooperative under authority of the Income War Tax Act could 
hon Devan income tax at all. Tt must be, ih tact, a sales” 
tax, novel in the respect that it applies against the patrons 
of a cooperative only. It would be direct government inter- 
vention to deprive aman of the very rights we have just 
mentioned. 
"And it would be, furthermore, foolish intervention 
and a Toolish tax: it could so easily be circumvented Dy 
the persons against whom it was directed. 
"We of the Davidson Co-operative cannot see that any 
valid argument can be advanced to support a contention that 
the present Income War Tax Act should be altered so as to 
levy an exceptional impost upon our members, or, for that 
matter, upon the members of any proper cooperative. 
Wwe realize, Of Course, that 4t takes more than a sign 
over a door to make a cooperative. There may be organizations 
parading as cooperatives which have no proper right to use 
the name. The appointment of your Commission suggests to us 
that the government has grounds to suspect as much. If 
such organizations do exist, these may be sheltering behind 
the title to avoid just taxes, and there may be need for a 
definition of a cooperative more exactly worded. 
"But no change should be made to alter in any way the 
present effect of the Act upon the genuine consumers! 
cooperative. 
#ALL of which we submit respectfully. 
J. Wilson, Secretary, 
Davidson Co-operative 
Association Limited.” 

Mr. Wilson has prepared an additional memorandum which 


he has asked me to read. There are ten copies available. 
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He has prepared this memorandum since his recovery. It is 
as follows: 

"Ve started providing stabling accommodation in 1930 
after the people who had been running the livery barn closed 
up shop. Children driving to school from the country and 
many farmers simply had to have accommodation for their 
NOrses ana more: Sspecially in the Usad or winger. The 
association was glad to add this to their list of services. 

"During the depression there were the odd families who 
had to appeal to the municipalities for assistance to bury 
members of their Tamiiies. To eliminate the need for this 
we Started in 1938 an Emergency Benefit Scheme. A by-law 
was passed whereby we agreed on the death of a member to 
pay to the beneficiary an amount equal to 10 per cent of 
the year's purchases. To provide for accruing liabilities, 
we put aside each year an amount equal to one-half of 1 per 
cent of sales. After three years experience the by-law was 
amended to include the death of the wife of a member. Since 
then the by-law has been further amended raising benefits 
payable to 15 per cent of the ayerage of the past three 
year's purchases. it is our intention to have the by-law 
again amended at the coming general meeting raising percent- 
age payable to 17 per cent of the purchases. 

Tn the early part of 1944 at the request of the Town 
Gouncil of Davidson we took on the job of servicing the 
community with milk. We would like to submit a couple 
of letters from the town authorities -- and incidentally 
the council is composed of men in private business all with 
the exception of one. These letters illustrate in a very 
frank manner the fact that the primary motive of a cooperative 


is to provide service for the people and not to make a profit 
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out of them. 

"As. we have consistently over a period of thirty years 
enjoyed a very large portion of the trade of the community 
it might be in order to give a brief picture of the condition 
OT Our Lown. 

"Our town municipality has not paid anyone a cent of 
interest in many, many years. It does not need to play 
second fiddle to any town of its size in the provinee’ on any 
other province. Gravelled streets, cement sidewalks, lovely 
town park, it is well fixed with non-profit public works, 
fourteen-bed hospital, eight-room brick school, skating and 
curling rink, one of the best in the province even including 
the cities, brick town hall with splendid auditorium and well 
equipped fire hall, owes no money on debentures but on the 
contrary has $17,000 free balance in its sinking fund. All 
of which surely suggests that cooperation has had a stimulat- 
ing effect on community affairs." 

Would you like me to read these letters, Mr. Wilson? 

THE WITNESS: I would be glad if you would. 

MR. FRANCIS: There are two letters dated respectively 
April 21, 1944 and January 8, 1945. They are as follows: 


no TOWN OF DAVIDSON 
Davidson, Sask. 


April 21, 1944. 

Mr. John Wilson, Manager, 
Davidson Co-operative Association Limited, 
Davidson, Sask. 
Dear Sir, 

"This letter is to record and confirm the substance of 
our discussions of the past week. 

“With the retirement next Sunday of Norman Adam from 


the Dairy Business -- the result of his difficulties in 


securing satisfactory labour -- the Town of Davidson Will be 
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left entirely without milk. No one else shows any inclination 
whatever.to come to the aid of the townspeople on any terms. 
Unless you can be persuaded to step into the breach there is 
no prospect of any relicf from the situation: something more 
than 1,000 people will be entirely deprived of milk. 

"This is a problem that the council has been battling 
with for more than six months now, ever since Mr. Adam closed 
up shop last fall and was only persuaded to resume business 
for the winter months in order to ease. what was even then a 
desperate situation. : 

We quite understand that you would need to make some 
considerable capital outlay to prepare your premises with 
additional refrigeration and storage facilities. We under- 
stand that with the bréaking up of the Adam's herd your only 
possible present source of supply will be Saskatoon or Regina, 
and that you must purchase Reena milk and bring it to 
Davidson for distribution. Because these are the conditions 
to be faced, if you do agree to add to your functions the 
service of supplying milk the council will pledge itself 
to protect you from the uncertainties and losses which 
might result later due to the peddling by others of small 
lots of raw milk within the town limits. 

"The situation, as said before, is now desperate, and 
if such an undertaking will influence you, the council will 
promise you an exclusive franchise to provide milk for the 
community. In granting such a franchise the council will 
be influenced by its knowledge of the nature of your 
organization, which, being a consumers!’ cooperative, has its 
only objective that of providing the consumer with the goods 


and services he needs at the lowest possible cost to him. 
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"Signed on behalf of the Council of the Town of 


Davidsone 
oe ke Vopnk, 
Mayor . 
kK. H. Ketcheson, 
Town Clerk." 

if TOWN OF DAVIDSON 


Davidson, Sask. 
January 8, 1940. 

"The Manager, 
Davidson Co-operative Association Limited, 
Davidson, Sask. 
NDear LOur 5 

MWe have been asked by the Council to express to 
your Association its appreciation and satisfaction of the 
wanner in which milk has been distributed in the Town of 
Davidson since your Board kindly agreed to take over the 
distribution last April. 

"The Council is aware that milk is being sold without 
profit and we are sure the service that you are giving to 
the residents of our Town is greatly appreciated by all 


concerned. 
Yours truly, 


Js hs. ODD, 
Mayor 


K. H. Ketcheson, 
Town Clerk." 


BY MR. PARKER: 

Q. Was this brief prepared in language chosen by your- 
gself or by someone else? A. It was prepared in a democratic 
manner. Mr. Hurst, myself and the members, the prominent 
members, all had part and parcel in the concoction of it. 


Q. In section 5 you say: "The Davidson Co-operative, 
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like any other properly conducted consumers! cooperative, is 
not a joint stock company. It is a partnership, a revolving 
partnership." Your association is a limited company, is | 
it nove ae oe OnE Think OF Lt beke tie. 

QO. ‘18 10 @ Tact that it is a’ Limited company with a 
charter granted by the proper authorities? iie By the 
Department. 

Q. Why did you apply for ea charter under that Act if 
it was merely a partnership that you wanted to carry on? 
in We had to get down to that. As a matter of fact, it 
makes no difference under what ict we operate; we have no 
pror2us ai all. 

Q- Why did you not set up your association without be- 
coming incorporated? A. We could do that. 


Seo SOUL your ite LSS> 


@ 


uy Why GPa hs yOu? A. Because it is purcly a 
partnership; we didn't bother with law or acts or anything 
elses 

Q. You pay no attention to the law. I would not pay 
eny income tax either if 1 could do that. A. For fourteen 
years it only amounted to $90. 

Q- Lt is hot a partnership, your association, in any 
sense of the word? A. It is really a partnership. 

Q. What is a partnership? A. We collectively join 
together to benefit ourselves. 

Q. Did you ever hear of a partnership becoming incorp- 
Orated into a limited company? Ae I never bothered my 
head about that. 

Q. Is it not obvious that your whole argument in your 
brief, from one end to the other, is based on the assumption 


that this is a partnership, that it is not a limited company? 
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ten’ Pb beat te Tair way sto sum vit up? A. We think of our- 
selves purely as a body of farmers purchasing goods for our- 
selves at the lowest possible cost. 

Qe tL am not concerned about how you think of it but 
about what it really is, and what this brief is trying to 
Proves 1 0uUt ib. tosyouy 1s (not the whole cargumenu, sor 
Practically allsof the argument.in this brief, based,on the 
assumption that this association is a partnership and not a 
Liiieeod ee Omiemy Sn bieGhats 307 A. I would not say no. 

Oo) Twat. vs all 1 Wave to.ask you. 

THE CHAIRMAN: You know of course, Mr. Wilson, that you” 
do derive an advantage from being incorporated instead of 
being a partnership. You know that? 

THE WITNESS: Of course, we have never asked for ad- 
vantages from anyone. 

THE CHAIRMAN: -As alecorporabicn, your Liability ws 
limited. 

THE WITNESS: By the membership. 

THE CHALTRMAN: °I mean your liability to’ creditors; 17 
you had any. 

THE WITNESS: We are getting along fine. 

BY MR. VAUGHAN: 

Q. Regarding the amount of $50 which a person has to 
buy in order to qualify as a member, if he buys only $25 does 
the membership cease? A. If he buys only $25 he is not a 
patron. A patron is one who buys $50 during the year. 

Q.. But if he buys $25 the next year? A. If he buys 
$50 his name is on the ledger. He can't draw money out in 
cash until he has his whole deposit. 

Q. You stress the amount of work involved in purchases 


of less than $50. Is there not an advantage in $50. Does it 
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not encourage people to buy up to 50 to get the rebate? 
Ae They generally do. They try to get all they can. 
Q..There is this advantage, that a customer will al- 
ways try to buy $50 in order to:get the rebate? A. That is 
a very low amount. 
Q. But the customer will always make a point to buy 
S50 While in the ordinary store he would not have to. I 
helps to build up volume? A. There is work in keeping 


track of these small amounts, 


eoe@ewe5ne @e © & 


MR. PARKER: Mr. Watson, the President of the Orangeville 
Association will present the brief on behalf of these 
organizations. 


H. C. WATSON, 


President, 

Orangeville Co-operative Association 
Limited, 

having been duly sworn testified 

as follows: 


BY MR. FRANCIS: 

Q. You are President of the Orangeville Co-operative 
Association Limited? ARLES’. 

Q. I understand that you had a meeting of the joint 
boards of the Rocanville and Orangeville Associations and 
agreed upon a joint submission? Awl? Yess 

Q. And you were authorized to make the submission on 
behalf of both associations? A. Yes. 

Os ° You are a farmer? de OL, ee 

Q. And you are President of the Orangeville Association? 
A, Yess I should state that I am a shareholder in the 
Rocanville Co-operative Association but not a director; 

T am a director and also president of the Orangeville 


Association. The brief is as follows: 
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"Rocanville and Orangeville Co-operative Associations Ltd. 
Incorporated under The Co-operative Associations Act 
Ol the Frovines of Sask. 


"To The Royal Commission on Co-operatives, 
Regina, Sask. 

"Gentlemen, 

NShorts Has borys 

"Organized cooperation in Saskatchewan began when the 
Termers pPormec.Phear early, erain, buying organizations. 
These organizations were formed for the purpose of securing 
for the producer fair treatment mainly in regard to weight, 
eraccy sud price, tor his products, 

“Livestock Shipping: 

"The livestock shipping of the Rocanville Co-operative 
was an organized attempt to secure better returns for live- 
elock.,.The usual drovers price for shipping a hoe) to 
Winnipeg was $2. Through cooperative action this price 
was reduced to $1 per head and the savings made were re- 
turned to the producer. 

"The Rocanville Co-operation Association opened its bulk 
commodity business in January of 1915. This service has 
developed into a general store. This store along with the 
livestock shipments has an annual business of three hundred 
and Fifty thousand dollars." 

l may say that the livestock shipment covers approx- 
imately $300,000; $50,000 of it would be other business. 
Continuing: 

"This cooperative enterprise has been one of the leading 
factors in developing a good community spirit. 

"In so far as it has aided in satisfying and encouraging 


producers, the cooperative association has been a factor 
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in developing the production of better grain crops and 
better livestock. The association has also sponsored 
activities of community value such as calf and grain clubs 
eno Creag. Gt Unions. 

"During the depression the farmers of western Canada 
saw their purchasing power greatly reduced. Operating cost 
of farm machinery especially farm tractors, was a major 
item of expenditure. In order to reduce, if possible, 
their cost of operations so that they might operate their 
Lemme On a Sseli-sustaining basis, a group of farmers living 
in what is known as the Orangeville community formed the 
Orangeville Co-operative Association, Ltd. Arrangements 
were lade to secure petroleum supplies from Consumers Co- 
operative Refineries, Regina, and a distributing centre was 
established in approximately the centre of the farming area. 
This distributing centre furnished petroleum products to 
the members of the association. It handled over an eight- 
year period a total of one million gallons of petroleum 
products. The savings effected have increased the purchasing 
oOower and raised the standard of farming and living in the 
areae 
“Taxes: 

"The Rocanville and Orangeville Co-operative Associations, 
Limited, pay taxes. These taxes are in accordance with the 
extent and nature of the business carried on by the 
Associations, 

“The Rocanville and Orangeville Co-operative Associations 
operate according to accepted cooperative principles, They 
have played their part in the progress and development of 
their respective communities. Their members believe that in 


the Co-operative Movement lies a technique which can be 
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used to solve many of the social and economic problems of 
our people. They believe that in organized cooperative 
action, on a mutual self-help basis, lies the answer to many 
of our problems in fields where such action has not as yet 
been taken. 


WALL of which is respectrully submitted, 


ORANGEVILLE CO-OPERATIVE ASSOCIATION 


LIMITED 
per: LL. Mountney - Manager 
H. C. Watson - President 


ROCANVILLE CO-OPERATIVE ASSOCIATION 
LIMTTED 


pen. D. Logan - Vice-President." 


BY MR. FRANCIS: 

Q. is there anything you would like to add to that? 
A.. I might add that one of the main reasons for starting up 
the stock-shipping association was the fact that in hogs and 
cattle in particular you had to accept whatever price the 
buyer chose to offer you. We did not have much of an al- 
ternative unless half a oe farmers got together and 
could secure enough produce, a carload, to ship to Winnipeg. 
That is the main explanation of how that organization was 
formed, so that we could get a carload of stock at any time 
and ship without making unnecessary efforts among the farmers. 

THE CHAIRMAN: When you say that both these associations 
pay taxes what do you mean? 

THE WITNESS: Municipal or town taxes. 

THE CHAIRMAN: You do not pay income tax or excess profits 
tax? 


THE WITNESS: No. 
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-1446- Mr, Watson 


THE CHATRMAN: Do you make returns? 

THE WITNESS: Yes. 1 am satisfied they make returns 
as far as petroleum is concerned, When we organized we 
had at that time notice that we could get 011 and fuel 
from the Consumers! Refinery in Regina and we had knowledge 
Seo, eb 6nd OL) and or .the quality of it before we 
bought it. We could buy oil of good quality for a much 
Lower price than we were paying. We had oil tested by the 
University in Saskatoon just to make sure that we would 
get a quality that we could depend on. Before that we 
could not depend on the quality of the oil -or gas we wore 
buying, and that is the main reason we organized as consumers 
or Tuel.and oll. 

BY; MR. SELLOUT: 

Q. About what date was that? A. In Orangeville we 

organized in 1936. We have been operating eight years. 
BY Mr. FRANCIS: 

Q. At that time the depression was still severe? 

A. YeS, and we thought ane if we could buy fuel cheaper 
and get quality for our money it would be a good thing. 

Q. Necessity had a good deal to do with driving you 
into organizing? A. Absolutely. 

MR. PARKER: We have no information as to how they 
handle their finances. 

MR. FRANCIS: I understand there is a general request 
ror thats 

THE CHAIRMAN: The general request covers that. 

MR. PARKER: That wull take care of it? 

MR. FRANCIS: Yes, 

MR. PARKER: In most of them it is set out in the 


Oriel. 


oe 


Bo Oe 


ved & a 


B-144” -1447- Mr. Watson 


MR. FRANCIS: Yes, but we have tried to deal with the 
MARneUsL Teavures. 
THe CHATRMAN: The special features? 


MR. FRANCIS: Yes. 


-— The Commission thereupon adjourned to meet 


On Thursday. February 1st 209,50 ay. me 


e@cores e828 e coves 


ab 


rm: a “dat, ‘Nap oe ta etal ape 


at i 7 


iemaniens ca theae ot 


aoe 


ue ‘eto. a oi 


tes 
+ 


400 DAGON, Pt er it? 


rere Me Pact to 


"Be se 


i] ; 
oon ey ees, os 
) 


ie y 


Ry, cae4 7 


| ; i set es 


nae i a : ia 
Fh 


Ai wee: an 7 : 
y ase ll Res vi 
ae et yet 
Ang ak 
si, fe fee rie i a bits 
} ii ho ‘2 yer 4 : iy 
eA it ee Mel 


i 


ih 
i Ni nxt 


' i a i 
) , F rely hy | My Wy Dirk oy We va i : a i 
| Ay ENR a a Pee bi clad |, ie nan ay hed 
| ey i ice iz hn ee 7 NAY Ue ype he re rh ey St Wan Fi 
oy kit 1 ; 1h) barat fil 4 M 4) Ve aveade Ln i i NE Th is 7 


aU. AF EU CRAY toe ; a te Oe ae eA 


Pe) y at ea) ne Tin ; ian 
j i, i ta i ii rae t 
} b | us ‘ al A ; i : - 1 } 
| } om i ‘wih a 1a / . 
[hh | { a | 4 ey Va Bh 
f hei : ; ee \e j 
‘ fa a \ | 
J : ; ‘i ; 
' t 
i 1 
' j ve 
{ 4 He | 
it 
{ : hit ; : 
iia y be 
j yh ' ie 
i 
i Mee ctr ttn Me 
\ i 
jit 


Ti ait 
wy hides 
i om 49 fui ee 


T Aste ag 7 | i pak ae 1a , p 7 
TAP ie ats . a 

, i. us ws 

oe Py oe Se oa Bes 


é 
“4 , 
} : + , oi as . ¥ +4 “4 ar "y va 
ny ; Ari fr pT an 4 me 6or ue 4 1) My a Lany AT iN i gine ast 
pe ; ‘deh dhe eis Weve Dion rol ty re a i : x p i oS 
y, , 38 vat a F rye id hi ee i ‘ rv f n ; i if 
: cy , h Pi i Wa ny Ay i ay if ie My » ae) a { ; : , aie! 
hae Prt yet POG EO RLY Pa aa , oP 7 
rt el eer RCM RM Bn 6 | Mini iw 
i P . i BAR at 9, 0 tt ry NN Sane ee Oe Ree i aS Al 
ae rane pie a ene | ie cae Pen We phen Ar ms v oe: 
F : ; his ey: Pry ete ity be ey b die, y y 
; vy te KC f mA : | ee wey 2 ae ' 7 
in any i ; : ne r ie a . , 7 U - iy S. f iain oe iy i f 
{ 5 ahs lt (ee. ROR a O ee Ri sy cee | vp ie a a cone 
¥ at ; m4 fh he hind ane, 4) i v1 - ( 
ht oll Pgs Lie hea eee wit at, Aree ieee yh | 
eri gee mo Mi i { nt any ae ee A he nae . ; 
Bs 4 { Rit A ae bts ; ne si y , eine an | i ; ay th a 
i Ui aes ke te ay , | ae 
i 1 ie " ay, iy ; : a (A 7 
Gi x i) i in ; 
My ,, ‘ i 
i‘ pra . 4 
of | os 
; f i ; ae 
Lf ae 7 in 
; ‘i } Ait De 
a it wh WP 
ait j 
an) ie ; il? 
Bien 
a } a 
4 | ' 
\ | | 
i Dare: 3 ' 
: im Bt ou "i 
ti Vis Z¢) j i : 4 i 
: ce. Mi? Li 7 
Palen Loans Pi sy eas ig 
c ‘ : f 7 obs ¥ 
y i . { T : id 
/ A ie ; i : ’ " 
y 3, AY ; i ic , 7? 
P : i A i] - } . he 
a Oe 
‘i m ' J i , ; 
AD oar AO Ee 
boa ; ; 
f : f 4 
ri i } > i 
te * 
A) eh ; 
4 } oy 
' f F | : . if me 
; oe i i -. : 
LJ i @i 
} i» “ _ = t 
a 4 ' | 
aa i > Y 
== a 
iu 
ae 
mY 
, bh 
m4 
\ : = a 
ai re 
il Vie 
‘ ; 
& 
th 
» 
i] ] a \ 
; ‘ 
p 
j ; ’ 
: 4 
} " q 
” 
r y : 1 } 7 
J 
7 
= i] 
| : : le 7 7 
7 , | j pl 
»~ : 7» a ¢ S DK 8 if 7 eo Tv un 
ws a , oe Pe 7 o ad Pa Y : Me \ - .. 


HANDBOUND 
AT THE 


wks 


ey 


UNIVERSITY OF 
TORONTO PRESS 


“hoe ka Nae 


a Raat na na as 


New 
Ne sel BK wipe 


x PSSA pea, swe 
apeetcbors ot 


eae oe 
res errs 
SIRI RAC Ra oro de, HS 
ae es SeRettir nara 


eS nd as 


i soe 
ssipiae eth ts 


PAR ees asipina, 


arseiseat 


Pree en elle 


epee 


nee eben ap 
ave. hae aes 


sot eu ienl ese 
sine =< 

rae 
Ter Rateneen ale eiatec 


“: rhapaket te 


arene 


